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Steel is tough, all right. War has proved it. And 
it’s tougher than ever now. Stronger. Better. The 
174 laboratories of United States Steel have helped 
to make it so. Someday you’ll get the benefit of 
the new, tougher steels. In garbage cans and garden 
tools. Fencing and furnaces. Countless other prod- 
ucts. All marked with the U-S‘S Label. Remember 
to look for it. It means quality in steel. 








UNITED STATES STEEL 


* AMERICAN BRIDGE COMPANY + AMERICAN STEEL & WIRE COMPANY + 
CARNEGIE-ILLINOIS STEEL CORPORATION COLUMBIA STEEL COMPANY 
* CYCLONE FENCE DIVISION - FEDERAL SHIPBUILDING & DRY DOCK 
COMPANY + NATIONAL TUBE COMPANY + OIL WELL SUPPLY COMPANY - 
TENNESSEE COAL, IRON & RAILROAD COMPANY + TUBULAR ALLOY STEEL 
CORPORATION + UNITED STATES STEEL EXPORT COMPANY + UNITED STATES 
STEEL PRODUCTS COMPANY + UNITED STATES STEEL SUPPLY COMPANY 


UNIVERSAL ATLAS CEMENT COMPANY + VIRGINIA BRIDGE COMPANY 
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WALL STREET 


Basic Analyses 


The nationwide investment firm of 
Merrill Lynch, Pierce, Fenner & Beane 
has established a new service for inves- 
tors, based on its oft reiterated theme 
of: “Investigate then invest.” Titled 
“Basic Analyses,” this service consists 
of individual factual analyses prepared 
by ML,P,F&B’s Research Depart- 
ment covering common stocks currently 
important in terms of investor interest. 
Designed to help those who help them- 
selves, these “‘Basic Analyses” provide 
essential background information upon 
which sound investment decisions rest. 
Not intended as purchase or sale rec- 
ommendations, they do, however, cover 
a group of thirty-two important issues 
and are factually as accurate as pains- 
taking research and careful field in- 
vestigation can make them. They will 
be found definitely and genuinely help- 
ful to those who have an interest, 
actual or prospective, in these issues. 


Each basic analysis sets forth in 
simple, understandable terms both fa- 
vorable and unfavorable aspects of the 
issue under consideration, its basic po- 
sition, current earnings, operating re- 
sults for recent years, its financial posi- 
tion and outlook for the future. Care- 
fully selected for their importance to 
investors, this list of “Basic Analyses” 
now available includes: 
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AMER. TEL. & TEL. 


AMER. WATER WEs. 


BALDWIN Loco. 
Cues. & Ont10 Ry. 
CHRYSLER 
Coca-Cola 
C’MoNW’TH EDISON 
Consot. EpIson 
Etec. Bonn & Su. 
GENERAL ELEC. 
GrneERAL Motors 


Goopyrar T. & Rus. 


INTER. NICKEL 
Inver. TEL. & TEL. 


Other 
time to time. 


N. Y. Centra R.R. 
No. AMERICAN Co. 
NortTHERN Pac. Ry. 
Pan AMER. AIRWAYS 
PARAMOUNT PIc. 
PENNSYLVANIA R.R 
Rapio Corp. 
REPUBLIC STEEL 

R. J. REyNotps Tos. 
SEARS, RoEBUCK 
SOUTHERN PAciIric 
UNITED CORPORATION 
U.S. STEEL 

F. W. WooLwortH 


analyses will be issued from 


The well-informed investor will rec- 
ognize the importance of the fact that 
there is no security which can be 
“bought and forgotten” and that suc- 
cessful investment requires keen judg- 


ment 
purchases. 


in timing 


sales as well as 


Readers are urged to send for copies* 
of the above analyses in which they 
may be interested, will find that they 
supply facts which should enable the 
investor to judge for himself whether 
or not these securities meet his invest- 


ment objectives. 


*Address requests for “Basic Analyses” to Merrill 
Lynch, Pierce. Fenner & Beane headquarters, 70 Pine 


Street, New York 5, N. Y. 


out cost or obligation. 


Copies will be sent with- 
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Sign of a good housekeeper! 


URE, there’s a cobweb on that door. 

In a moment it will be gone with a 
flick of the duster. But right now, it’s 
a sign of good housekeeping, for it shows 
that an unused bedroom has been closed 
off to save heat. 


There’s going to be some shortage of 
coal delivered to homes this winter. This 
isn’t because less coal is being produced. 
More coal is being mined this year than 
last. Mine owners and miners alike are 
doing a splendid job. And there are ade- 


quate rail facilities for transporting coal. 


But certain grades and sizes of coal 
are needed for war production. And, in 
addition, your local coal dealer is suffer- 
ing from a shortage of manpower, trucks 
and tires. So be patient with him and 
make the coal you get go as far as possible. 


Be sure your heating system is clean 
and in good shape. Fire carefully. Pull 
your shades and draw the drapes at 
night. Close off unused bedrooms. For 
other suggestions see your coal dealer. 


One of the biggest jobs of the C&O 
Lines is hauling coal from the mines 
along its routes, so we’re in a position 
to understand the problem and to know 
how essential coal is these days. 


7 vA 
v 
Chesapeake & Ohio Lines 
CHESAPEAKE AND OHIO RAILWAY 
NICKEL PLATE ROAD 
PERE MARQUETTE RAILWAY 


Save Coal— and Serve America 
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USINESS ITSELF 


The Trend of Events 


GOAL: $14 BILLION . .. For the sixth time, the Treasury 
is calling upon the American people to make their savings 
available to help in winning the war. The goal this time 
is $14 billion, $2 billion less than the $16 billion target 
set for the last war loan drive when total subscriptions 
reached the record figure of $20.6 billion. ; 

While the amount of money asked is less than the 
previous objective, the Government’s money needs con- 
tinue urgent. At the present rate of war expenditures, 
the $14 billion sought will cover less than two months’ 
requirements. Direct costs of the conflict thus far in 1944 
have exceeded $70 billion, and the challenge of the 
presemt campaign must be confronted just as resolutely 
as in the past. 

There has not been, and cannot be, any let down either 
in the fighting or in the enormous cost of the war. The 
task ahead is still huge, both on the battle fields and on 
the production front. Hence there must be no let down 
in our willingness to save and lend our savings to the 
Government. While on all fronts, our Armed Forces have 
been making excellent progress, no one can tell how long 
the war will last. Let no one think, therefore, that his or 
her contribution is less needed than on earlier occasions. 
If anything, today’s need is greater, just as the period of 
our greatest military efforts still lies ahead. Victory is in 
our grasp but it must yet be won, the enemy on both 
fronts still be fought to a finish. 

Once again, emphasis is being placed upon the great 


importance of bond purchases by individuals. Their sub- 
scription quota has been set at $5 billion; the balance 
will be sought from institutional investors who right 
along have borne the brunt of our war financing efforts. 
Commercial banks again will be excluded from participa- 
tion to avoid any weakening of our national economy. 

There is more than enough money in the hands of the 
people to do their share. The $5 billion sought from 
individuals look modest indeed if we consider that total 
national income this year is running at the rate of over 
$12 billion a month, or 7% over last year. Currency 
circulation now exceeds $24 billion, a great deal of which 
is being hoarded or used for extravagant spending. 

The money is there! Why not use it constructively by 
investing it in the best security you can buy, at a good rate 
of interest? It is little enough that we at home can do to 
square our obligation to the men and women who are 
risking and giving their lives. Let’s all respond to the 
limit of our ability. There is no better way to become 
partners of all those who fight for us abroad. 


FOREIGN TRADE ... After cautious preliminary skir- 
mishing, 450 businessmen from 52 nations convening at 
Rye, N. Y., for the first International Business Conference 
finally got down to brass tacks and in doing so revealed 
unqualified agreement on one point—their overwhelming 
desire to buy from the United States in huge volume as 
soon as conditions permit. Foreign requests for goods 





BusINEss, FINANCIAL and INVESTMENT COUNSELORS 





1907—“Over Thirty-Seven Years of Service”’—1944 








NOVEMBER 25, 1944 





and credits in fact are snowing the Americans under. On 
almost every other point, cleavages of greater or lesser 
import have come to light and in a sense, the Rye con- 
ference has become a showdown meeting, revealing all 
the differences and difficulties likely to beset post-war 
world trade. 

This is just as well, for it is none too soon to come to 
grips, realistically, with the problems ahead. Their thor- 
ough ventilation now will save precious time later, when 
speed in restoring world trade is of the essence. The 
delegates have had an excellent opportunity to dis- 
cuss at the private business rather than the governmental 
level such key problems as tariffs, bulk buying, price con- 
trols, cartels and international credits, all questions which 
can only be solved in a spirit of give and take. The Rye 
meeting should be a valuable indicator what to expect. 

While being hosts to the visitors from abroad, it has 
become the task of the American delegation to temper 
unbounded foreign buying enthusiasm with realistic 
business reasoning. American businessmen are not averse 
to lending a helping hand after the war but they clearly 
want it done on a sound basis. They favor freer world 
trade, no restrictive cartel arrangements and as little 
Government interference as possible. Yet on these fun- 
damentals, there has been no full agreement. 

Complicating things has been a split among the British 
delegation, so serious that the British found it impossible 
to agree on a delegation chairman. On one side were 
adherents of British empire trade policy, believers in 
developing the sterling area and world-wide cartelization 
of trade. Opposed was a school of thought that the em- 
pire in the long run could very well compete with us in 
free world markets. Both, however, are showing deep 
concern over the interim problem of getting Britain’s 
world trade started after the war. 

On the cartel question, delegates were fairly evenly 
divided and extensive discussions have brought forth very 
little in the nature of compromise. The United States and 
its adherents oppose them while the British and their 
followers favor this method of handling world trade. 

Also, no clear-cut declaration of policy as to tariffs 
and competitive questions has emerged. There have 
been cleavages of opinion over post-war tariff policies 
with spokesmen for industrial nations favoring lower 
tariffs and multi-lateral trade expansion while those rep- 
resenting economically backward countries stressed the 
need for protection of their infant industries. Both 
arguments have merit, of course, but these contrasting 
viewpoints must eventually be reconciled if the world is 
to recover. In this respect, the attitude of American busi- 
nessmen has been noteworthy. No longer are they over- 
emphasizing their own protective needs; instead they 
recognize ever more clearly the need for balancing exports 
and imports. 

As to free enterprise, it has been the sense of the meet- 
ing, as expressed in a formal committee report, that its 
limitation should only be resorted to in times of great 
emergency. It must be stated, however, that this qualify- 
ing declaration cloaks a difference of approach especially 
between the American and British attitudes, with the lat- 
ter far more willing to concede, under difficult conditions, 
the wisdom to control the free play of private enterprise 
and initiative. 

All this, of course, is not particularly startling but 
merely confirms the tendencies known to exist. In 


threshing out these questions now, the conference can 
and probably will make a valuable contribution to an 
ultimate clearing of the air, and a meeting of the minds 
on a basis of practical and workable compromise. 

It would be unwise to expect spectacular developments 
to emerge from the meetings held at Rye; no formal 
resolutions were planned. Main value of the con- 
ference lies in the opportunity it affords to discuss on a 
world-wide basis post-war problems and ways and means 
to solve them. No less significant will be the projected 
informal post-conference meetings with American indus- 
trialists which should pave the way for big post-war con- 
tracts. Thus while mainly explorative, the conference may 
not be without very practical results. 


FREEDOM OF THE AIR... Proceedings at the Chicago 
Civil Aviation Conference foreshadow agreement on most 
technical problems under discussion but the prospect 
now appears slight that any of the more ambitious plans 
for the creation of an International Air Authority will 
be realized. Profound differences have developed be- 
tween the British and American viewpoints; the respective 
policies clearly are being shaped by post-war trade goals. 

Recent acceptance of the principle that nations will 
have the right to operate flights on a direct route from 
their own territories to and over other nations narrows 
considerably the field of disagreement. This principle 
embodies the American and the modified Canadian view- 
points as against the British plan for allocating routes by 
permit from a strong central authority. 

The dissensions which characterized the meetings may 
be explained both in terms of air transport and in terms 
of broader relations of the two major nations. We our- 
selves occupy a strong position by virtue of our tremen- 
dous aviation industry, our vast domestic transport sys- 
tem and the great proportion of future world air traffic 
that will undoubtedly originate in the United States. 
Britain, on the other hand, has no need for a large trans- 
port industry within its islands though a sizable aircraft 
industry has been built up during the war. Together with 
the Empire, she can provide strategic bases throughout 
the world, and so long as the theory of sovereignty of air 
space above their far-flung territories is maintained, she 
has a formidable bargaining point. 

Britain, for economic reasons, feels that she must press 
for maximum participation in future air traffic. We our- 
selves, with a prodigious industrial war-time expansion 
and the need to provide adequate post-war employment 
must likewise seek expanding opportunities abroad. In 
accordance with our traditional anti-monopoly policy and 
under pressure of our own air carriers, it is only natural 
that we foster maximum competition in post-war flying. 
This broader struggle between the two nations, unre- 
solved during the aviation conference, thus still awaits 
clarification at the highest policy levels. 

With the Chicago decision favoring “economic freedom 
of the air,” we have gained an important point. Agree- 
ment has been reached on an interim council with only 
advisory and technical functions, leaving participating 
nations free to negotiate bilateral agreements with 
others. If it stands, we can expect an early rush to 
negotiate bilateral air transport agreements, with rates 
to be set by conferences of operators, as in the shipping 
field, rather than fixed by an international authority as 
proposed by the British. 
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TIME FOR A CHANGE — To Objective Thinking 


Aru life with responsibilities of the first rank has 
taught me the three great truths that can solve the 
knottiest problems—a constructive approach—objective 
thinking—and common sense. 

It is for that reason that I am appalled at the negative 
attitude of many to whom I have talked since the elec- 
tion. Instead of conclusions evidently based on disap- 
pointment and frustration, the situation calls for resil- 
iency, as the war is still to be won and the problems 
of transition to peace are yet to be solved. It is only 
reasonable, now that the election is over, that we get 
back to work instead of anticipating the worst, for the 
great genius of America is quite capable of solving even 
the knottiest problems of the future. Facing the facts— 
whatever they are—is half the battle. Work is the other 
half. 

Much has been said about the leftist tendencies of our 
government—about the favoritism shown to labor. And 
yet an objective analysis will show that, while it is true 
that labor has secured many advantages, we find that 
this is true also as far as the farmers and industry are 
concerned. Despite fears and griping, business has made 
substantial profits and has built a strong foundation. 

Compared with the aftermath of the last war, we find 
that the railroads have this time benefited greatly; that 
the top-heavy financial structure of the roads has been 
brought down to a sound basis; that they are now 
stronger than they have been in several generations. 
Industry too has benefited both financially and tech- 
nologically as result of this war, so that today our cor- 
porations are sufficiently strong to insure the preservation 
of free enterprise. ‘The weakness that would inevitably 
have brought government control is decidedly absent. 

As much as many have disliked the OPA, the price 
controls have kept buying power at a very high level 
while at the same time it has permitted 


it was after the last war because of the SEC regulations, 
so that the calamitous loss of invested capital—the back- 
log of individual stability—has been safeguarded. 

Compare all this with the precarious position of the 
individual in every other country in the world, and I 
believe that even the most pessimistic will have to agree 
that we can approach the future with that confidence 
that a “few dollars in the bank against a rainy day” gives 
to each of us. 

And now we come to that greatest of fears—the fear of 
a leftist political state. This is only a bugaboo to scare 
the unthinking. Any careful observer will have noticed 
that the government’s policy has been consistently 
toward the middle road. In our foreign policy our gov- 
ernment was actually accused of leaning heavily to the 
right when it was evidently striving for a middle road 
to prevent the predominance of leftist power in Europe. 
In our own country, because of the great power of 
capitalism, the leaning has been more toward the left— 
again in an attempt to strike a balance on the middle 
road. This has resulted, as I pointed out above, in 
benefiting both capital and labor and the farmer. 

It is my belief that this is the last term for President 
Roosevelt and that in the next four years we will see 
many changes in the domestic picture that has been 
disturbing us. The signs point toward an elimination 
of the great abuses in labor and elsewhere; more nor- 
mal times too will bring that alleviation. 

On the whole, therefore, it seems to me that, if we 
approach the future constructively and objectively and 
each one of us strives to do the best job we know how, 
that there is much to hope for—because, after all, the 
stability of this country depends on the success with 
which each one of us handles our own affairs and co- 
operates one with the other. (Please turn to page 212) 








huge savings so that the people of the 
country will have a measure of security 
and a buying power that should keep con- 
sumption of goods at a sound level, and 
considerable luxury purchasing as well. 

Certainty there is reason for hope and 
confidence in this picture! 

Then there are the pessimists who are 
bogged down by the enormous national 
debt. This is because they think in terms 
of the redemption of that debt instead of 
the servicing charges. The low interest 
rates which this situation would call for 
would mean low rates for commercial 
loans. This would encourage venture cap- 
ital—so necessary in the period ahead. We 
need the founding of small enterprises in 
order to develop those to take the place of 
our present leaders when the time comes, 
for nothing makes for greater capacity than 
the responsibility of a small business. 

The stock market too is sounder than 
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: Market Faces Realities 


Preoccupation with the results of the great offensive on the 
Western Front and with the Sixth War Loan suggests that near- 
by average advance is improbable. Also the technical indica- 
tions and seasonal tendencies warrant caution at this time. 
We. continue to favor maintaining reserve buying power. 


BY A. =F. 


For a good many months, especially since July, the 
restricted ups and downs of the market averages have 
reflected an unusually close balance between optimism 
and caution on the part of investors and traders. As 
always, there is considerable divergence in movements of 
individual stocks, the reasons for which are seldom read- 
ily apparent in advance and seemingly have less and less 
to do with distinctions between so-called “war” and 
“peace” stocks. 

When the innumerable individual cross-currents are 
reduced to an average, the over-all fact is that repeated 
rallies since July have been stopped under the recovery 
highs by increased liquidating pressure or the withdrawal 
of demand—mainly the latter thus far—while on the other 
hand, in the absence of any cumulative liquidating pres- 
sure on weakness, there have been enough bids ‘under 
the market” to hold the reactions within very moderate 
limits. 

It is not to be expected, of course, that this condition 
will continue very much longer. Both technically and 
psychologically, a ‘‘stage” is being set for a more dynamic 
change in the averages. Although none of the present 
evidence is conclusive, we believe it increasingly improb- 
able that this will take the form of advance in the aver- 
ages to new recovery highs at any time in nearby weeks. 

On the technical side, it seems reasonable to hold that 
the potentialities of advance to new highs have been 
tested out—unsuccessfully—more thoroughly than the po- 
tentialities of decline. Also on the technical side, it may 
be noted that recent deterioration in the market—as 
shown by our weekly index of 283 stocks and even more 
by our index of 100 low-price stocks—has been signifi- 
cantly more extensive than is indicated by the widely fol- 
lowed Dow-Jones averages. 

At the end of the past week the Dow industrial average 
was less than 3 per cent down from the year’s high but 
our index of 283 stocks was down 5.2 per cent and index 
of 100 low-price stocks was down 7.8 per cent. As we 
have pointed out before, the bull movement since 1942 
has been paced in unusual degree by low-price stocks. 
That was most emphatically so in the first half of 1943 
and again last summer on the rise following Allied in- 
vasion of France. By and large, investment-type stocks 
“lead” the market only in initial phases of recovery from 
bargain-counter levels. At the levels that have prevailed 
for the past two years or so, the more speculative stocks 
chiefly “make the play.” 

In periods of strength in the Dow averages over the 
past month or more, the performance of the index of 
low-price stocks—the only place in which it can be con- 
tended that the bull market went to excess—was relatively 
sluggish, indicating deficient speculative confidence in 
the outlook. We are not prepared to argue that this, or 
the recent further material weakening in this indicator, 
necessarily portends a serious general reaction imminent- 
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ly. But it does imply, on the technical basis, that the 
case for advance in the averages has become weaker; and, 
that being so, it is prudent to allow for the possibility 
of enough reaction to warrant maintenance of conserva- 
tive reserve buying power, as we have previously advised. 

As we write, the all-out Allied offensive on the Western 
Front is mounting in intensity. The results so far have 
been favorable, though advances are limited. In the area 
seemingly chosen for the maximum effort — around 
Aachen—correspondents report that three Allied armies 
are concentrated on a front less than thirty miles in 
length: said to be the greatest such concentration in 
military history. In the news there is an air of hopeful 
expectancy on the one hand, cautious emphasis on the 
formidable German resistance on the other hand. An 
early break-through to the Rhine or beyond is a possi- 
bility. But a bogging down of the offensive, after lim- 
ited gains, is also a possibility. 
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We have no very strong conviction as to how either of 
these possibilities—the one raising hopes of fairly speedy 
termination of the war in Europe, the other suggesting 
considerable delay in victory—would affect investment- 
speculative sentiment. But certainly as the issue hangs 
iensely in doubt, it seems likely that, this uncertainty 
must be considered an added factor making for caution 
and temporizing and thus, on the whole, for reduced 
willingness to expand speculative-investment commit- 
ments. 

For another thing, the financial scene now and for the 
next several weeks will have the Sixth War Loan in the 
spotlight. ‘This will at least to some extent divert in- 
vestment funds from new purchases in the stock market, 
as it should. The “competition” of a strong and active 
market is neither desirable nor does it seem likely. 
Again, there is a seasonal factor—more or less related 
io November-December tax-adjustment sales—which over 
along period of years has been so consistent in favor of 
wme degree of reaction after the first half of November 
that it must merit attention. 

We have recently checked back over this record for 
twenty-nine years of war and peace, back to and includ- 
ing 1915: comparing the highs and lows made by the 
Dow industrial average during the last six weeks of each 
vear with the high made between Nov. 1 and 15, in- 
dusive, and also comparing December 31 closing with 
the highs of the first half of November. Though excep- 
lions to seasonal “habits” in the stock market are always 
possible, the record for twenty-nine years shows that highs 
made during the last six weeks of the year were seldom 
‘ignificantly above the best level of the first half of No- 
vember, and that the lows made by the average at some 
lime in the final six-week period were under the highs 
made in the first half of November in twenty-eight out 
of the twenty-nine years. 

The one exception to the latter “habit” was in 1924 
when the low of mid-December was 14 of 1 point above 
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the high made during the first half of November. On 
an average of the twenty-nine years, the low made in the 
closing six weeks—in the great majority of cases some- 
where between December 1 and 24—was 8.9 per cent 
under the high of the first half of November. In con- 
trast, the average high—usually but not invariably made 
between Christmas and New Year’s Day—of the last six 
weeks was only 0.4 per cent above the first half of No- 
vember high. ‘To complete the record, year-end closings 
back to 1915 averaged 3.3 per cent under the high of 
the first nalf of November. 

No one can guess whether the market from now to the 
year-end will do better or worse than this 29-year average. 
It may be interesting to note that precise conformance 
with the average record would find the Dow industrial 
average at no time before December 31 above 149 and 
at some time in the interim as low as approximately 135. 

It may be further noted that in only eleven out of the 
twenty-nine years were December 31 closings above the 
best levels reached during the first half of November, 
and that they averaged 3.3 per cent under highs of the 
first half of November. While January does not have so 
consistent a record, we find that in more than half of the 
years—seventeen out of twenty-nine—the average on the 
last day of January was under the best level of the first 
half of November. 

As would be expected, from mid-November through 
January the scales were more heavily weighed against 
advance and in favor of decline in years when investors 
were either bearish or under considerable uncertainty 
about the market prospect. Typical periods of marked 
December-January “‘indetermination” were 1916-1917, 
1917-1918, 1918-1919, 1926-1927. 1934-1935, 1939-1940 
and 1943-1944. 

Psychologically and technically, it seems indubitable 
that we are again in one of those periods in which the 
average investor and trader is debating the outlook and 
feels none too certain. —Monday, November 20. 
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For the Business Man and the Investor 


BY E. 


Tue election sharply increased the Democratic major- 
ity in the House of Representatives, while leaving the 
previous decisive Democratic majority in the Senate not 
materially changed. Mainly on these mathematical 
grounds, some political commentators have concluded 
that the new Congress will be much more amenable to 
“control” by President Roosevelt than the present Con- 
gress ever was. But it is not that simple; and to discuss 
the prospect in terms of “control” by Mr. Roosevelt is a 
misleading use of words. 

In the early New Deal period the President literally 
controlled Congress to a degree rare in American gov- 
ernmental history. A positive domestic program was ur- 
gently needed, and for it both Congress and the people 
looked to the White House. Those were the days of 
“must legislation” and “blank checks.” Regardless of 
the composition of Congress as between the two major 
Parties, and regardless of the personality in the White 
House, so abnormal a relationship between the Chief 
Executive and the Congress could not in any event 
have continued. In due time the normal political “‘checks 
and balances” began to reassert themselves, as differ- 
ences of opinion on domestic policy developed among 
Congressional Democrats and as the biennial elections 
increased Republican representation both in Washing- 
ton and in many of the states. 

The outcome of this election can not remotely restore 
Roosevelt control in the early New Deal sense. How- 
ever—and this is important—the result does raise valid 
hopes that the new Congress will-be more responsive to 


Only when the President speaks are Senate seats so attentively filled 








woulc 
: Th 
He possil 
PA | war a 
partic 
| desigr 
tainly 
mand 
for W 
to pr 
than 
an e¢ 
New 
whose 
ence ' 
- ee half 
dent’: 
whict 
Presidential leadership and less given to obstructive tag been 
tics merely for the sake of obstruction. At any rate, thf ment 
President now has a better chance to lead—but not t§ Roos 
control—Congress than he had before. The qualificatiog nomi 
must be added that his success in doing so is by no meang The ' 
insured by the election, and that it will depend largelf “O: 
upon the tactics that he employs and the domestic polf side 
cies that he espouses. whict 
However small the margin of victory in popular vote velt 
those who took an active part on the winning side naf from 
urally are claiming a popular “mandate” for whateveg less « 
cause they wish to further. Thus, the self-titled liberal} becau 
and the section of organized labor that is most aggref tional 
sive politically claim that they provided the winning shado 
margin of votes, and they hope that Mr. Roosevelt § mesti 


“our man.” They see a “mandate” for a Fourth Neg out | 
Deal which, in social and economic philosophy, is Mf as COl 
an extension of the First New Deal. thing 
The fact is that the decisive influence which provide§ Roose 
Mr. Roosevelt’s winning margin of popular votes w the v 
the public’s backing of his foreign policy and the pulf suppc 
lic’s unwillingness to risk a change of our top leadershif many 
in the conduct of the war. This is too self-evident ond A 
require argument—for, had there been no war and 1 porte 
issue of foreign policy, who can seriously believe th the ve 
Mr. Roosevelt would have run for a fourth term? Wha only ° 
ever his private desire—which the writer believes was '{ Wenc 
retire, as he said—the President is too skilled a politiciaf Mr. } 
not to know (as the close war-time popular vote indubf “M 
tably demonstrated) that the political odds against hi¥ recog 
5‘ the su 

dome 
notice 
switcl 
be ve: 
ams electi 
A these 
of the 
lize w 
estab] 

























¢ 
Y 


Z ever | 
fal Velt. 

few) Solid 
‘ es electi 
Ewing Galloway mathe 





THE MAGAZINE OF WALL STREEV*OY'! 





would have been too great except for the fact of war. 
Therefore, the only clear-cut mandate—beyond any 
possibility of dispute—is a mandate to get on with the 
war and a collateral mandate for the United States to 
participate positively in creating a world organization 
designed to perpetuate a workable and just peace. Cer- 
tainly that is the way the new Congress will interpret the 
mandate—and certainly it will not accept it as a mandate 
for whatever domestic policies Mr. Roosevelt may elect 
to propose. On this point the writer can do no better 
than to quote from 
an editorial of the 
New York Times 
whose great influ- 
ence was used in be- 
half of the Presi- 
dent’s reelection but 
which has_ often 
been in disagree- 
ment with -Mr. 
not t§ Roosevelt on eco- 
ficatiogf nomic policy. Said 
» mean The Times, in part: 
largelf “On the domestic 
ic polf side the mandate 
which Mr. Roose- 
velt has received 
from this election is 
less clear. This is 
libera§ because the interna- 
ageref tional issue over- 
vinning§ shadowed the _ do- 
evelt ] mestic issue through- 
th bf out the campaign, 
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New Senator Brien McMahon, Dem., 
of Connecticut, will strongly sup- 
port F. D. R. 


, is bias completely as the war itself has overshadowed every- 
thing else during the whole of the last four years. Mr. 
Roosevelt must know, however, that he was elected with 
the votes of many Republicans who left their party to 
support him on the international issue; with the votes of 
many Democrats who did not like the record of his sec- 
ond Administration on domestic issues, and who also sup- 
ported him primarily on the international issue; and with 
the votes, finally, of many independents who shared not 
only Wendell Willkie’s views on foreign policy, but also 
Wendell Willkie’s thoroughgoing disapproval of many of 
Mr. Roosevelt’s domestic policies. 

“Mr. Roosevelt will show himself a statesman if he 
recognizes in what large degree his re-election is due to 
the support of these three groups and if he fashions the 
domestic policies of his next Administration to take 
notice of their views. The problems of the ultimate 
switchover from a war economy to a peace economy will 
ai be very great. We hope that Mr. Roosevelt, reading the 
election returns, will dedicate himself to the solution of 
these problems from the broadest possible point of view 
fof the whole national interest. He can, if he wishes, uti- 
lize what will surely be his last term in office for the re- 
establishment of an era of good-will.” 

On both foreign and domestic policy, the division in 
Ms ‘| terms of Party lines has long been growing less distinct. 
sy) The Republican Party has its conservatives and its lib- 
yj crals but emerges from the election as, on the whole, a 
Mmjmore cohesive structure than the Democratic Party 
" 4 which today includes more heterogeneous elements than 

medgiever before, in agreement only on backing Mr. Roose- 
fa| Volt. Its extremes range from ultra-conservatives in the 
Bee Solid South to Left-wing laborites in the North. The 
election has only seemingly—in largely meaningless vote 
mathematics—produced a more clear-cut delineation of 
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Party lines in Congress. The fabels “Democrat” or “Ke- 
publican” mean even less than before. In selecting the 
individual candidates that they wanted in Congress, the 
voters criss-crossed Party lines very thoroughly and the 
same was true of the Presidential vote. 

As an example, on the poll books the registered Re- 
publicans in Pennsylvania exceeded registered Demo- 
crats by some 800,000, yet Roosevelt readily obtained a’ 
comfortable margin of victory in popular vote. An even 
more striking example was election to the Senate of Re- 
publican Governor Leverett Saltonstall of Massachu- 
setts. He is a “blue-blooded Socialite” and a liberal of 
the middle-of-the-road type. Saltonstall swept his state 
easily, with the indirect aid of the PAC-CIO. Never was 
a ticket so thoroughly split. In addition to electing 
Saltonstall, the people of Massachusetts elected a Repub- 
lican Lieutenant Governor and a Republican Auditor, 
while choosing Roosevelt for President and a Democrat 
for Governor. 

Aside from unity on foreign policy and the conduct of 
the war, this writer can only read the election results as 
a mandate for a middle-of-the-road course—otherwise by 
no means specifically defined—in domestic policy. It is 
definitely mot a mandate—as our Left-wing fringe will 
find out to its discomfort—for a pro-Labor government 
or for government partial to any other pressure group. 

The most significant thing of all—the thing most potent 
in shaping the political relation between the President 
and the new Congress—is the fact that there is virtually 
a unanimous conviction that Mr. Roosevelt has been 
elected for his last term. This makes for an entirely new 
situation. Heretofore, the members of Congress—neces- 
sarily with a close eye on practical politics—have had to 
figure on Mr. Roosevelt as a candidate to succeed him- 
self. For those out- 
side of the South, 
it makes a world of 
difference whether 
Mr. Roosevelt’s 
name is on the bal- 
lot with their own. 

On the one hand, 
the belief that Mr’ 
Roosevelt will not 
run for a_ fifth 
term will tend to 
make the Southern 
conservatives more 
independent in 
their relation with 
him than ever be- 
fore, and to make 
many of the mem- 
bers from other 
sections at least 
somewhat more in- 
dependent than 
formerly. But that 
is only one aspect 
of it. On the other hand, the conviction that the Presi- 
dent is serving his last term will tend to make Congress 
less inclined to read politics into his proposals and less 
suspicious of his motives. The President in turn will be 
in a position to be more independent of the pressure 
groups whose political support has heretofore been essen- 
tial to him, and thus to offer a middle-road leadershi 
calculated to foster maximum national unity. If he fol- 
lows that course, which seems highly probable, Mr. Roose- 
velt can readily carry the new Congress along with him on 
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From House to Senate went able 
Arkansas Democrat Fulbright 
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policies which have strong popular backing, but otherwise 
not. Many a member of Congress has learned, and will 
not soon forget, that it is one thing to buck the President 
and quite something else if, in bucking him, they are also 
bucking public opinion. 

However, the conviction that Mr. Roosevelt is serving 
his last term also necessarily implies that the disparate 
groups making up the present Democratic Party will in- 
increasingly engage in open or undercover struggle and 
maneuvering for future control of the party; and this is 
bound to have repercussions in Congress, although more 
so after defeat of Germany brings a return to something 
nearer “normalcy” in the playing of politics than in the 
nearer future. 

There are some further social reforms that the President 
regards as_ unfin- 
ished business, in- 
cluding _ broaden- 
ing of social secur- 
ity benefits among 
large groups not 
now covered, inau- 
guration of medi- 
cal insurance, elim- 
ination of poll 
taxes in states still 
employing them, 
and establishment 
of some kind of 
permanent means 
of combatting or 
preventing discrim- 
ination against 
minority racial or 
religious groups in 
employment. As 
the Republican 
Party has endorsed 
broadening of so- 
cial security, the new Congress will go along with Roose- 
velt on this. There will be continuing stubborn opposi- 
tion to “socialized medicine” but it can prevail only if 
public opinion is apathetic. ‘The Southern conservatives 
will continue to fight Federal “repeal” of local poll tax 
laws on Constitutional and home-rule grounds, with a 
better than even chance of winning. They will also pré- 
vent anthing being done by law on the matter of fair em- 
ployment practices, which would*leave administrative 
efforts in this direction no more effectual than they are 
now when progress is pretty much limited to what can 
be done by “education” and persuasion. 

The Administration will .press public housing and 
Government support or subsidies for private housing on 
combined social-economic grounds. The new Congress 
will probably go along. Neither on this nor anything 
else—with the exception of taxes—is Congress equipped 
for national planning in any over-all sense or for the 
inception of ‘“‘programs.” Practically speaking, it will 
confine itself pretty much, as heretofore, to saying yes 
or no or yes-but to Administration proposals. That is 
why, in attempting to forecast what we can expect from 
Congress, one must put such emphasis on the indicated 
lines of Administration thought and policy. 

In economic policy, the Administration will make no 
great shift. The aggregate of Federal aid or support, 
within the framework of capitalistic enterprise, will in 
all probability be much greater than under the pre-war 
New Deal but with some alteration of emphasis. There 
will be much increased emphasis on foreign lending and 
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Popular Republican Senator Sal- 
tonstall of Mass 
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foreign trade, and moderately increased emphasis on en- 
couraging productive private investment by means of 
selective tax incentives; but at the same time there will 
be no retreat from direct economic stimulation through 
Government spending. The latter will studiously avoid 
the guise of make-work or relief. The idea is more and 
better public works—“because they are needed.” Witness 
the President’s prompt revival of his cherished plan for 


TVA-type power and flood-control developments in} 


seven great watershed areas, starting with the Missouri 
River area. 


To what extent will Congress go along on proposals} 


of this type? Where the emphasis is domestic, it probably 
will appropriate a goodly bit of what the Administration 
asks. On public works in general there just isn’t much 
practical room for political controversy—with the excep- 
tion of power developments. Although the success of 
TVA and the other existing Federal hydro-electric proj. 
ects has weakened the opposition, nevertheless the pro- 
posal to launch seven more of them will meet with a 
fight. It will not be easy to demonstrate the need for so 
great an expansion of over-all power facilities. Mr. 
Roosevelt will be lucky if one of the seven (Missouri 
River) is started before he leaves office; and one apparent: 
ly safe forecast is that the utility stocks will go up and 
down many times—for other reasons—before Congress 
giyes all the answers on the matter of further Federal 
power projects. Such developments are necessarily long. 
range in execution, and we will have a Republican 
Congress by 1948 at the latest, very likely in the 1946 
election (so far as the House is concerned) if by then the 
wars are over. But for other types of public works you 
can bet on an appropriation of at least $5,000,000,000 
very early in the new year. 

In the idea of generous use of American credit—both 
governmental and private—to stimulate foreign trade, 
the Administration has a double objective: (1) to sup 
port domestic employment; (2) as a bargaining lever in 
negotiating, or implementing, our international political 
and military agreements. Here the President is hunting 
big game. But even 
within the Admin: 
istration—and more 
so in Congress- 
there is by no 
means agreement 
on the potentiality 
of foreign trade as 
a major support 
for domestic em 
ployment. Especi: 
ally in Reserve 
Board circles, trade 
stimulation is con: 
sidered secondary- 
though important 
—with major em 
phasis put on do 
mestic measures 10 
bolster employ 
ment. 

Probably the 
Johnson Act, now 
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Wayne Morse, new liberal Repub- 
lican Senator of Oregon 
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a barrier to much 
future foreign lending, will be repealed. It is probablt 
also that the Administration will get at least a portion of 
what it seeks from Congress in lending powers. It i 
doesn’t get the “world bank” scheme set forth at tht 
Bretton Woods conference, it (Please turn to page 216 


THE MAGAZINE OF WALL STREE 


by the 

In 
added 
expres 
taking 
ers, lai 


NOVE 





yn en- 
ns of 
e will 
rough 
avoid 
e and 
‘itness 
in. for 
ts in 
ssouri 


posals } 


bably 
ration 
much 
excep. 
ess of 
| pro}: 
e pro- 
vith a 
for so 

Mr. 
ssouri 
arent: 
p and 
ngress 
ederal 
- long: 
blican 

1946 
on the 
‘S$ you 
00,000 


—both 
trade, 
O sup: 
ver in 
litical 
unting 
it even 
.d min: 
d more 
gress- 
Ny no 
ement 
tiality 
ade as 
’pport 
c em 
Es pect 
.eserve 
, trade 
iS COM: 
idary- 
ortant 
yr em 
on do: 
ures 0 
mploy: 


ly th¢ 





t, now 
muc 
obable 
tion 0] 

It il 
at th¢ 
ze 216 


FREE 





LONG TERM CHART SHOWING RELATION OF CORPORATE PROFITS, 
DIVIDEND PAYMENTS AND CORPORATE SAVINGS 
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What Dividends Can You Look For? 


BY &. A. 


D IVIDEND policies of individual corporate enterprises 
frequently still form a cardinal investment consideration, 
especially where such policies deviate from the generally 
accepted norm. Thus we have “income stocks,” that is 
equities which by reason of steady and liberal dividends 
have particular income appeal. They usually sell at 
relatively high prices. On the other hand, there are the 
so-called “rich man’s” stocks or equities on which divi- 
dend payments are abnormaly small in relation to actual 
earnings because of management policy to retain a high 
percentage of income and plow it back into the business. 
Such stocks frequently sell below their intrinsic value, 
stressing the psychological influence of dividends on in- 
vestor mentality. 

In the past, there has been great variation of dividend 
policy among American industrial concerns. Especially 
prior to the mid-Thirties, a basic confusion had grown 
up in the minds of management and stockholders alike 
as to what constitutes a proper dividend policy. The 
result has been to create a definite conflict between two 
aspects of common stock ownership, one being the posses- 
sion of a marketable security and the other the assump- 
tion of a partnership interest in business. Until recent 
years, the dividend return was the over-shadowing factor 
in common stock investment. A successful company was 
one that could pay dividends regularly and presumably 
increase the rate as time went on. The price paid for an 
investment type common stock was chiefly determined 
by the amount of the dividend. 

In a sense this created a paradox. Liberal dividends 
added definitely to the attractiveness of a stock, usually 
expressing itself pricewise. Thus value was increased by 
taking away value. In the case of skimpy dividend pay- 
ers, large additions to surplus undoubtedly enhanced the 
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KRAUSS, Managing Editor 


value of the stock but never at the rate of actual value 
added. 

Since 1934 there has been a definite tendency towards 
greater liberalization of dividends, particularly by com- 
panies that did not have clearly defined opportunities for 
profitable expansion. On the other hand, retention of 
earnings by rapidly growing enterprises was hardly open 
to objection. General Mctors, for example, since 1932 
disbursed about 80% of profits with no wide deviation 
in any one year until the war period. Up to the latter, 
largely due to the short-lived undistributed profits tax 
(repealed in 1939), dividend policies have been less 
arbitrary and there developed a definite tendency in the 
stock market to subordinate the dividend factor to re- 
ported and prospective earnings. One important result 
was a narrowing of the disparity between price and 
liquidating value of stocks notorious for skimpy dividend 
treatment. 

Since the war, new factors have been introduced in 
determining dividend policies. Retained earnings have 
assumed fresh importance as a means of financing war 
expansion and safeguarding against future contingencies. 
It was a revival of the principle of corporate manage- 
ment which subordinates the current dividend to the 
future welfare of the company and its shareholders and 
it had, largely, the blessing of the Government and 
curiously, of wide sectors of the investing public as well, 
mainly for tax reasons. 

Yet while the proportion of retained earnings rose, 
dividend payments—in the aggregate—mounted also, at- 
testing to the resiliency of American industry despite high 
war-time taxes. This showing naturally was only possible 
because of vastly expanded volume. Thus in 1943, aggre- 
gate dividend payments virtually matched the amount 
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of corporate savings, a relationship never witnessed in dividends, preferred and common. In other words, nor. “a ms. 
pre-war years. mally beforé the war, $3 went to the stockholder for “ 
The amount of earnings available for re-investment in every $1 which was plowed back into the business. Trade 7: 
the business depends among other things on the timing corporations paid out smaller proportions of their earn-f * os 
and magnitude of cash dividends and such payments are __ ings, about 60% during the 1919-29 period and some 70% a rd 
subject, to a great extent, to the discretion of manage- during the 1934-39 span. a 
ment. In this connection, it may be noted that over the Tt 
longer term, cash dividend payments of the broad in- Importance of Retained Earnings ee 
dustrial groups such as manufacturing, trade, railroads, ne Ae 
were much more stable than net income. Still, dividends In contrast, railroads and utilities did frequently bet '4 na 
lagged behind income, failing to rise as rapidly or as_ ter, though not always. Over the past two decades, the P!0¥: 
much in periods of increasing activity as well as failing Bell System, for instance, paid stockholders $1 for every ag 
to fall as rapidly or as much when business was trending 12c retained in the business, a record that has never 4 - 
downwards. failed to impress students of corporate finance. Railroads} " ; 
This stability of cash dividends reflects mainly two during 1921-39 reinvested about 6oc for every dollar paid “tg 
factors: (1) The presence of fixed-dividend preferred out in dividends and since 1929 paid out, as a group,} “4l 
stock in the financial structure of corporations. And (2), more than they earned. The resultant high ratio of divi. eid 
the desire of managements to maintain regular disburse- dends to earnings thus was due to depressed earnings, e+ om 
ments to stockholders. In other words, past dividend pecially since 192g, rather than to high dividends. So} #0: 
policies of the majority of corporations were guided by much for the general pre-war record. Th 
fairly conservative policies though exceptions to that rule In more recent years, especially since the war, there} 
naturally occurred. In certain industries, such as meat has been much discussion of the importance of retained ap 
packing and textiles, payments were made in excess of corporate earnings, that is undistributed earnings, de : €¢ 
income. (sometimes despite sizable deficits) and financed _ preciation accruals, etc. Earlier studies tended to under-} °€!VII 
mainly by liquidation of current assets built up in pre- estimate it. More recently the tendency was to over 56%, 
ceding years. estimate it and this has given rise to a number of miscon-} “On < 
In the manufacturing industries as a whole, corpora- ceptions. For instance, it has been contended by some that holde 
tions paid out over 75% of earnings in form of cash funds retained from operations have tended over the past As 
two decades to approximate gross capitalf fevers 
formation which in turn was held up ai oe 
pa : proof that we are in a stationary, even} W ole 
Income—Dividend Record {of Selected Companies declining economy, or else that capital pecial 
(000 omitted) markets are no longer contributing their} !942-- 
; 1942 : 1943 customary share to the functioning off Most | 
. Ratio of : con lost business, that large corporations nof Als 
nist Dy, Pat inst “Dir iNet longer need outside financing. While in- holdir 
income ‘a incom com ‘a ncome y Z pr 
NR isi hienaindansiovssiunes 15,529 15998 98% 93392 13,053 §56 teresting and on the surface even plausi oo 
General ESS Scauscenmeenarecs 163,651 96,170 39 9,180 96,284 $4 ble, it is not the purpose of this article tof Detter 
ackard...ssccsssccccssccvcccccecs i ; i p ° . . ; . & 
Amar, Radiator. ....+.++0.0+000000. 5.351 31320 60 5429 4324 80 discuss or dispute this type of reasoning, 857 ce 
lohns Manville. ...........-..00e. k x 655 ; ‘ . mage e 
DMN > v2 iarsas<ccssesssars 5,652 2.940 59 5,038 9.941 58 Still when pondering the war-time rise} Chang: 
re Sor sete eeeeeeees ge 13,498 16 19,083 these in corporate savings from 30% to somej compa 
ir WCHION. coccccseccceseveccce f i é } > 
DuPont. 03. issseeesseeseeesens 63/941 54,894 36 69,706 54,994 79 44% of annual net income, one wonder} made 
orn Products Re! i f f 8,2 
Ward Baking. . 1241 43435 1623 109363 about the longer term effects. For the teen e 
Bethlehem Stee 25,387 24,441 96 32,124 24,438 16 moment, we are mainly concerned with} Thr 
. Steel... x y f f é x ‘ ° 
Youngstown Blast BTbisoiscust ces 10,305 5,018 49 8,037 4175 52 the relationship between business saving year a 
s-Chalmers. .....0..secseesceees f j 8, 2,2 28 aor ee 2 | 
American Loco Ree tte ciate ae 5,051 2,463 ae 6,686 3,134 47 “a ee and the clues it me 
ingerso ORG oo ce ccccccccccccccccce F . ij f ; net in 
General Electric.............000000. 45,081 40,3299 89 44.992 40,334 90 altords as to the future id 
Westinghouse El. & Mis BS Gan ov 17,366 12,988 74 22,355 12,892 3 Total funds retained from operation) a y Sti 
int'l. Business Mach..............4 7 F i ; 3 ° : 
Nati. Cash Register...............-. 3136 2035 65 3463 2.010 58 have always been an important source in the 
Ramew....-++++ sosereserssenseoes 11148 2,398 32 11.445 44 = of business funds, on the whole far exf — 
Wilson. Giisateteceeeeceeeeeees ie 1.939 27 14/403 1.939 26 ceeding the amount raised, for instance, 
PRUNES COUR cc ccccscccccessece ‘ f f ¥ : a ° 7 
ey ee: reyes tee 35,aee 13,389 3 35,944 15,589 4 via security sales. This tendency was Rel 
Standar oo eon % x 1 ,007 72 i y . 
Standard Oil of N 81,809 54557 67 191.397 54,562 45 greatly accentuated during the war pe 
Texas Co......-+ 33060 21,151 62 4neep 81,787 8 51 riod, with important reaction on div: 
irestone...... i 7 A ¥ ae 4 
Goodrich eee 33% 3/363 35 11,584 4,666 4 dend policies. This in the broades 
DNR apo 0n 5505 55505000%500246 : F i 7,193 33 : ‘ 
ier ce 381 «2604 «= 31. s«4463°««6967 49 sense. Examination of ratios in the apf} yoy 
Amer. Woolen. .......++.+0s+00+0- 4,823 2800 58 5,475 2,800 51 pended table discloses wide variation} pDjyig 
United Merch. & Mfts...........-... 7188 885 23 4,256 1,160 27 eeiRiatieal x the Rati 
eee iat ae HS Ta |] ne ne coe aid cat co oeff Ress 
e' OES. wv ecccccccccccccccs fa i i . a8 ° 
Reynolds Tobecte.............002.. 19,860 17,00 86 18.562 15,000 81 proportion of dividends paid out to ne! Br 
Groot Allentic & EE eer 11,586 19,680 98 12,567 11,723 93 income, as well as marked changes il ye 
OF GIOCETY. oo cecccccccccccccce F E i" i ° . 
First National Stores..........c0s... 21465 2,046 83 2235 2046 89-98 such ratios compared with pre-war avel}}! Ratio: 
EME Tsan 5) 545400909090 >o008 7982 6313 79 8476 6587 78 aves | 
DE URabaseienasisapiecseces 18,058 13,720 76 17,890 13,720 177 es , : 
Woolworth... FT 1 |6S sizes 15885 a A second tabulation throws an inter 
er 0 ‘ p ’ : . . . 
Sees Roebuck. .. 33.885 2455778 33,987 24,714 3 esting light on ratio trends since 1936 the sto 
Od Stores... ...secscccccsccsecs é f ¥ i ’ ° 
Federated Depl. Stores. -.0.02.0.0.0. 3444 1186854 3,900 1,865 rH - the latter year, on basis of an SEC sam: pe aie 
BOI. ovcccccecccccccccecccccccs F i ' 1,705 54 omprisin a 
ood Dept. Stores..........+4.- ion gare 4 1136 oan 39 i te r sing rae corporations, di dividen 
pevawhwnwesstbssscbsccossnss ; : ’ t 80 ge of 70% of net earnings was dl 
* Excess taken out of surplus. # Includ and preferred dividends. tributed to stockholders in form of casg)€ar we 
dividends. The ratio declined to 67%4*84inst 
33-570), 
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in 1940, 65% in 1941 and to 56% in 1942. While the 
composite of corporate data used does not include 1943 
results, the latter based on a different and smaller, thus 
luss representative sample compiled by other sources 
point to a recovery of the ratio to some 60%. In other 
words, retained earnings rose from 30% in 1939 to 44% 
in 1942, with a moderate decline indicated for 1943. 

This trend was accompanied by an ascending curve 
of corporate reserves and their ratio to net earnings. The 
latter rose from 0.9% in 1939 to 13.56% in 1942 and 
probably held around the latter figure in 1943. While 
reserves were deducted from current income, before final 
net, it is interesting to note that since 1940, the sum of 
the two ratios (dividends and reserves) in each year 
roughly totals 70% of net earnings, more or less the ratio 
that has become standard for dividend disbursements in 
pre-war years. In other words, in each year, dividends 
paid out plus reserve provisions charged against income 
almost exactly aggregate 70% of net income before re- 
serve provisions. 

This means of course that funds retained from opera- 
tions were progressively stepped up percentagewise at 
the expense of the stockholder. 
ceiving 70% of net in form of cash dividends, he got only 
56%, the remaining 14% going into surplus. The ques- 
tion arises: Will this mean a permanent loss to the stock- 
holder? 

As to 1944, indications point to a further moderate 
reversal of this trend, as already foreshadowed by the 
foregoing 1943 projection, however tentative. On the 
whole, reserve provisions against this year’s income (es- 
pecially contingency reserves) should be lower than in 
1942-43, adequate reserves having been established by 
most concerns during the latter period. 

Also, aggregate earnings so far this year have been 
holding up fairly well despite a smattering of companies 
reporting lower net and stockholders continue to receive 
better treatment than a year ago. 1944 dividends on the 
857 common stocks listed on the New York Stock Ex- 
change were 7.2% higher through September. Of these 
companies, 170 had increased their disbursements, 442 
made no change, 54 reduced dividends and only seven- 
teen eliminated or deferred payments. 

Thus when full earnings and dividend data for the 
year are available, they will in all likelihood disclose a 
further re-approach of the ratio between dividends and 
het income to the pre-war norm of 70% (though natur- 
ally still maintaining a considerable gap) and a decline 
in the ratio of reserves to net income. In other words, 
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1942 1941 1940 1939 

Net Income.......... 2,113 2,190 1,952 1,616 
Dividends paid....... 1,178 1,433 1,314 1,140 
Ratios: Div. to Net.... 56% 65% 671% 10% 
Reserve provisions 

charged against in- 
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the stockholder will probably get a greater share of net, 
percentagewise, than during the preceding war years. 
Among individual industries, largest gains in over-all 
dividend payments during the first nine months of this 
year were shown by the amusement industry (plus 35.3% 
against last year), by the automobile industry (plus 
33-59%), the rubber industry (plus 29%), the aircraft in- 
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In 1942, instead of re- - 


dustry (plus 15.6%), petroleum (plus 14.5%), the 
paper and publishing industry (plus 14.2%). Where 
dividends were lower, such as in the building, textiles, 
commercial credit, leather and shoe industries, it was 
principally due to difficulties with raw material supplies 
or war-time restrictions. 

As apparent from the accompanying table, 1942 prob- 
ably saw the high water mark of dividend payments dur- 








COMPARATIVE RATIOS BY INDUSTRY GROUPS 
representing percentage of dividend payments to net income 
Avge. Avge. 
1942 1921-39 1942 1921-39 
Automobiles...... 62% 718% Electrical equipment 82 
2 Asric. machinery. . 56 
Building equipment 65 } Industrial machinery 61 83 
Building materials. . 50 69 Railroad equip..... 58 
Office equipment.. 60 
Baking. .....ss00. 84 } 
Food industry..... 15 75 Mail Order Houses 61 60 
Chain groceries.... 80 61 Meat packers...... 37 125 
Chain variety stores. 67 61 Petroleum industry. 59 66 
Chemicals......... 83 19 Tobacco industry... 78 84 
Department stores... 60 62 Steel & Iron....... 16 87 
TenhieGcccccccccce 53 535 Rubber & Tires.... 40 17 




















ing the war period, in terms of ratio to net earnings, for 
a good many concerns, probably a majority. While ac- 
tual payments subsequently may have been higher in a 
good many instances, the ratio to net in many instances 
contracted. Chrysler is a good example. In 1942, the 
company disbursed fully 98% of net earnings, in 1943 
only 56%. What about post-war trends? 

In attempting an appraisal of the possibilities ahead, 
it will be interesting as well as useful to turn back and 
see what happened after World War I, and note the simi- 
larities or disparities that present themselves, compared 
with current experience. 

Investors like a continuity of dividends, and this they 
had in large measure during the five years after Germany 
succumbed the first time. During that span, dividends on 
the whole were not only maintained but reasonably large 
in spite of the notable disturbance of industry and trans- 
portation then witnessed. In 1919, business shook off the 
shackles of war-time shortages and rose rapidly, as did 
prices. .So buoyant were the latter, that a strong com- 
modity boom developed, largely speculative, leading later 
into the depression of 1920-21 when demand for com- 
modities slackened with the sharp price reversal that 
occurred. 

By 1919, many corporations grown rich from the war 
had exceptionally large financial resources and reserves. 
Because these had remained uncapitalized, the stock 
issues of such enterprises were still relatively small and 
therefore even moderate earnings, when the slump 
came, permitted continuation of fairly sturdy cash divi- 
dends. Accumulated profits and existing cash resources 
were such that managements would have been in a posi- 
tion to continue dividends for years regardless of current 
earnings. Instead, many chose to capitalize these accu- 
mulated resources and the new earning power of their 
companies, a decision which resulted in a wave of stock 
dividends and split-ups shortly after the end of the war. 
By this action, stock issues in the hands of the public 
were markedly increased. For instance, the holder of 
100 shares of National Biscuit in 1918 would now hold— 
if he kept his original block—7oo shares. General Mo- 
tors shares have been multiplied several times over since 
1918. Woolworth in 1930 declared a 30% stock divi- 
dend, Texas Company a 10% (Please turn to page 199) 
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By E. K. T. 


LEND-LEASE during Britain’s reconversion period is not 
seriously considered, much as that Nation will attempt 
to urge the wisdom of “replacement” shipments. Basic 
purpose of the whole idea, remind those who enacted 
the law, was to “promote the defense of the United 
States” and beyond that notion Congress is not ready 
to go. As was the case with debts after the World 





Washington Sees: 


Dr. John R. Steelman can be the Secretary of 
Labor in President Roosevelt's fourth term of 
Office if he will accept and his friends say his 
disposition to retire from public office can be 
overcome by a Presidential request. 

Miss Frances Perkins, once described in a pool 
of Washington Correspondents as the least use- 
ful member of the Roosevelt high command is 
fed up with recurring, and valid, rumors that 
the White House would like to have her go. She 
has a standing offer to become President of a 
prominent women's university where her aca- 
demic interests would have broader outlet and 
she has become sensitive to constant hacking 
away of what once were the powers and duties 
of the Secretaryship. 

Whether Dr. << recently after 
very successful direction of the office of U. S. 
Conciliation Service—would take the Cabinet 
post with the limitations that have existed since 
the National Labor Relations Board and the 
National War Labor Board came into existence, 
raises a question. But if restoration is the price 
that must be paid the White House probably 
would be willing. Resignations from WLB have 
created an excellent opportunity to make such 
a switch, 

Labor relations in the period of adjustment 
will be of paramount importance. Official 
Washington appears to believe Steelman meas- 
ures up to the job. And, interestingly, both 
management and labor have expressed agree- 
ment. 
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War, there will be ill feelings but if that is the price, 
Capitol Hill is prepared to pay it. 


GENERAL FRANCO has made his first bid for a place 
at the peace conference and he seems likely to get it at 
the hands of a world which has had its fill of war. 
Most convincing argument in favor of permitting Franco 
to join is that he’s no threat, the certainty he can be 
isolated if need arises. Franco was the beneficiary, and 
many think still is the friend of those who waged war 
against the Allies. But this is the first, far from the 
last, compromise that will go into after-the-war settle. 
ments. 


LONG RANGE forecasters see the republican presi- 
dential field in 1948 open to former Gov. Harold Stassen 
of Minnesota, and Goy. (Senator-elect) Leverett Salton- 
stall of Massachusetts, but with both facing the casualties 
of too-early entry. That Gov. Thomas E. Dewey will 
not have a second chance is a foregone conclusion; the 
republicans never have renominated a defeated aspirant. 
Saltonstall suffers the drawback of geography and it 
looks now like it could be Stassen. 


FUTURE of John L. Lewis is one of the most intriguing 
results of the national election. Shrewd political observer 
that he is, he did not publicly espouse the candidacy 
of Dewey but left no doubt as to where he stood. The 
miners of Pennsylvania turned their backs on him, a 
they did four years ago. Lewis’ influence in govern 
ment circlés has ended—Sidney Hillman occupies a posi 
tion similar to that held by him in 1933. But Hillman 
definitely will not accept appointive office, won’t try t 
make his influence felt as obviously as Lewis once tried 


REVISION of all plans based on early termination of the 
war and victory is in order. The Pacific engagement 
being one of attrition with forbidding supply lines will 
be long despite optimistic thinking in Washington. The 
war in Europe is going as well as military experts, but 
not laymen, thought. Weather is working on the side 
of defense forces—the Axis. No respected forecaste! 
sees victory on either front until well into 1945, unles 
the German home front breaks or the bomber doe 
more than the air forces now expect of it. 
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The sweeping victory of Nov.7 wasn't assurance of a co- 
operative law-making body even though isolationists and arch foes 
of the Administration were swept out. The "solid south" contin- 
gent for the most part came back. And that was the seat of ructions. 














Several bills which the White House wants still are pend- 
ing. Few will be enacted. For one thing, the likelihood of a 
Fifth Term is hardly conceivable and FDR will take off the kid 
gloves, deal sternly with the congressmen, probably invite con- 
tests. He will depend largely on the "mandate" of Nov. 7. 











But one thing is certain: Congress will take a rest. The 
entire membership of the House and one-third of the Senate has 
come through a stiff campaign in which jobs were at stake. There 
isn't, in their opinion, an item of legislation that cannot wait. 




















rice, Surplus Property Disposal Board appointments, like many 
other key jobs held up until the election count was assuredly democratic, probably 





will go to James H. Shepherd and Sam. H. Husbands and they will "run the show." 














ip. Husbands' appointment is in the nature of a delegation of authority to Jesse Jones. 
wal. Husbands is a member of the Reconstruction Finance Corporation and chief 
- of Defense Plants Corporation. He has lived with the war plant development, can 
ae be relied upon to handle disposal of war-created factories within the terms and 
war intentions that made DPC. 

Des Witch-hunting was dealt a blow in the election. Four of the five members 
ettle- 


of the Dies Committee either fell by the wayside or failed to run. It probably 
means the end of the committee; as much, in fact, has already been stated in Wash- 
presi: ington quarters. 

cowl The committee -investigating the Federal Communications Commission like- 
alties wise suffered casualties. 


*_ Despite wartime needs, the office of Assistant Secretary of Navy remains 


aad unfilled. Secretary Forrestal and FDR have one of their few differences on this 
rd it subject. The former has an easterner in mind, the latter a westerner. Forrestal 


eventually will give ground. 

















Extension of social security to hundreds of thousands of government em- 





















































8a ployees is assured. Both parties played up this promise. At least one-half the 
lidacy government jobs will disappear with end of the war but starting point toward law's 
“7 benefits will be attained in the interim. . 
on One of the key figures in the War Production Board is almost certain to 
posi: leave government service around the New Year. William Batt is on the way out-—-his 
Iman own choice. Batt saw surplus war property disposal in international implications, 
pele: wanted the materials sold largely abroad and by him. 

Important straw-in-the-wind is Sir William Beveridge's social insurance 
of the plan for Britain. Author of the cradle to the grave social security plan, Bev- 
a eridge suggests state spending on a scale sufficient to insure full employment and 
~ The full utjlization of national resources. Interest of the United States arises from 
s, but the fact that any spending might involve American money. 
7 Fundamental in any survey of Great Britain's plans is the fact that it 
unless provides evidence--if any is needed—-to show a leaning toward high degree of gov- 
- does ernment management of formerly private economic activity. Government, for in- 

stance, would buy up commodities for later resale. 

REET 
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Washington concern is heightened by the obvious departure from the under- 





stood precepts of post-war economic planning. America's announced intention to 
return to the system of free enterprise is not going to fit into control proposals 
of the Beveridge type. 





Election results disposed of a ghost that has been around for a quarter of 
a century but more noticeably in the past few years. Whatever might have been 
left of isolationism disappeared as the count grew. Representatives Fish of New 
York, Day of Ohio went down; the Chicago Tribune's Senatorial candidate fell by 
the wayside. 











Fear that persisted that America having made so great a contribution to 
victory would again--as in 1920-—-retreat to isolationism, was dispelled. 











WPB which has been juggling quotas and crying wolf for three years act- 
ually is confronted with a production problem. Stepping up of the war in the 
Philippines——and it is months in advance of the timetable——has raised the need for 
materials which were not due for production until next March. 








Against Germany, General Eisenhower already is dipping into his reserves, 
and in the Pacific Theatre of action General MacArthur consumed as much ammunition 
in November alone as he used in all of 1943. 











Recent social activities at the Soviet Embassy have popped off the society 
pages for serious editorial discussion. The Red "classless" state seems to have 
disappeared; gaily bedecked uniforms that had no place a dozen years ago are now 
prominent. The "family" is being glorified. 


General DeGaulle is making his peace with Great Britain much more rapidly 
and with greater enthusiasm than he is with the United States. Favoritism ex- 
hibited in high office here for Giraud hasn't been forgotten. 




















Much as a contrary attitude might be desired in Capital diplomatic cir- 
cles, the economic aspects of DeGaulle's position are not worrying Washington. 
Britain has little to contribute in that respect, France has little quid pro quo. 
But the DeGaulle government is riding high and peace table talk may be acri- 
monious. . 











Vice-President Wallace's hopeful report on China is being catalogued as 
wishful thinking, as that country fails to measure up to expectations by a con- 
Siderable margin. 


Once regarded a fruitful field for disposal of post-war goods, reali- 
zation now is becoming clear that China cannot be converted into a nation of 
stability meeting its planned place as one of the four top nations——at least not 
as soon as Wallace and others had forecast. 























A modern great power must have economic status, highly developed industry 
with steel as its base, political stability and a record of success in protecting 
its own stability. China is weak on all scores, the State Department analyses 
show. 











And this government is more concerned than would be the case if another 
nation could step into the breach. But with a weak China, the entire Asiatic 
picture stands ominous. 


War Stabilization Director Fred M. Vinson looms as the "big man" of the 
next four years. A respected former Representative in Congress he’1ll have 
additional duties formerly carried by James F. Byrnes before many weeks elapse and 
he’1l he expected, too, to keep Congress in line. Byrnes remains "for the 
duration." = 
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WHERE 
POST-WAR 
JOBS? 


Ewing Gellowey 












Fields Holding the 


Ovr people are more “job-conscious” than ever be- 
fore. It is agreed that for both government and private 
enterprise the objective of attaining a satisfactory post- 
var level of employment is a compelling one, and that 
the problem involved in doing so is formidable. 

On this question a significant fact emerged from the 
recent Presidential campaign. It is that lazssez fatre has 
been formally and finally buried by both major political 
parties. True, pronouncing a corpse to be dead is but a 
formality. Nevertheless it is significant because it ends 
any lingering doubts—and there were some among an 
appreciable minority of “rugged individualists.” 

Democrats and Republicans vied with each other in 
promising that the Government will press policies aimed 
at encouraging maximum employment opportunities in 
private enterprise—though neither side was able to be 
very specific as to ways and means. Beyond this, both 
Presidential candidates agreed that the Government itself 
must “underwrite” high employment; that it must make 
up, through public expenditure, any employment gap 
that private enterprise is unable to fill. 

Even more significant than this—and a comparatively 
recent development—is the fact that so many influential 
business men and business associations have come to re- 
gard aggressive collective planning for high employment 
as both a social responsibility of private enterprise and 
an essential protective policy for it. They obviously have 
an underlying fear of what might happen to our present 
politico-economic system should the ‘“‘masses” have to 
look increasingly to the Government for direct measures 
to prevent serious unemployment. 

This fear was recently expressed quite frankly by 
Arthur D. Whiteside, president of Dun & Bradstreet, in a 
speech at New York before a meeting of the American 
Trade Association Executives. We must provide 12,- 
000,000 more post-war jobs than existed in 1939, said 
Mr. Whiteside, and business has a period of between 
three and five years in which it must demonstrate that it 
can provide them—failing which “there is not a man in 
this room who believes our present form of government 
will continue.” 

This writer can not take the “either/or” view. We have 
already gone a long way in the evolvement of a mixed 
economy in which large-scale Government intervention— 
both regulatory and compensatory—has become a fixture 
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Greatest Possibilities 





BY LAURENCE STERN 


accepted by our people but in which there remains a 
very broad area of opportunity for private enterprise. 
Moreover, private enterprise has never in our time ac- 
counted for by an means all of the jobs held by our 
gainfully occupied people. For instance, the census of 
1940 showed nearly 5,000,000 people employed in govern- 
mental or educational services; in charitable, religious 
and membership organizations; and in other occupations 
not directly dependent on private enterprise. This was 
more than one out of every ten employed persons. The 
figure does not include military service or people on 
work-relief jobs. If domestic service be included, the 
total was over 7,000,000 or more than one out of every 
seven employed persons. 

The point I emphasize is that it is quite possible— 
indeed, probable—that over the long term a larger per- 
centage of the people will have jobs outside of what we 
call “business” than was the case before the war—without 
that development either “changing our form of govern- 
ment” or killing private enterprise. Future peacetime 
military service alone may expand the 1940 total of such 
persons by a million or a million and a half, perhaps 
even more. Then, too, quite aside from possible “make 
work” programs if needed, there will always be consider- 
able private employment which in reality is dependent 
on more or less normal governmental demands for the 
products or services of “business.” 

Suppose, for the sake of the argument, that we might 
reach a point at which one gainfully occupied person out 
of every five, or even conceivably one out of every four, 
has a job outside of “business” or a private enterprise 
job which is supported by non-private demands for goods 
and services. Certainly that would take us further toward 
socialization, which long has been the trend but which 
is not the same thing as Socialism or the Totalitarian 
State. Long before the New Deal, a very sizable per- 
centage of our people were occupied outside of private 
enterprise, strictly speaking, and nobody called it Social- 
ism. This percentage can and will increase quite ap- 
preciably, without approaching extreme proportions. If 
so, this writer doubts that presently apprehensive busi- 
ness men will be able to detect any revolutionary change 
in “the form of our government” or in the basic frame- 
work of private enterprise. 

The undue emphasis which many have put on the 
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responsibility of “industry” for providing full employ- 
ment is both confusing and misleading. To most minds, 
the term “industry” implies manufacturing. But manu- 
facturing, even in the most active pre-war years, never 
provided (directly) for as much as one fourth of total 
employment. In 1929, the last pre-war year of full em- 
ployment, this figure was approximately 23 per cent. It 
was about the same percentage—in fact a trifle higher— 
in 1937 when an average of 6,403,000 persons were un- 
employed. 


Manufacturing Employment 


At the war-time peak (November, 1943) manufactur- 
ing industries employed 16,463,000 individuals. This 
was roughly 5,000,0o00—or about 45 per cent—more than 
in either 1929 or 1937; but, even as inflated by war pro- 
duction, it was still only 26 per cent of the total number 
gainfully occupied, including the military services; and 
roughly go per cent, excluding those in military service. 

If we have an active post-war economy, manufacture 
can, of course, employ more people than in pre-war 
years. But not within any foreseeable time can it em- 
ploy, on a peacetime basis, as many persons as it employs 
right now. At the most, its “share” in solving the post- 
war employment problem can be put at between a fifth 
and a fourth. It is agreed that gainful occupation of 
8,000,000 more persons than had jobs in 1940 would 
represent satisfactorily high, though not quite “full,” 
employment in the early post-war years. That would be 
around 55,000,000 total. 

Most estimates of the possible post-war increment in 
manufacturing employment, as compared with 1940, 
range from 1,500,000 to 2,500,000 jobs. The latter projec- 
tion looks too high. It would be possible only if (1) there 
is an unusual increase in the ratio of manufacturing 
employment to total employment, or (2) if we have so 
high a level of general economic activity that employ- 
ment would be provided for considerably more than 
55,000,000 persons. Assuming both the latter total and 
the same ratio that manufacturing accounted for in 1940 
—or in 1937—the job increment in factory work would 
approximate 1,900,000. If it were as much as 2,500,000, 
on the same ratio, that would suggest an employment 
aggregate nearer 57,500,000 than 55,000,000. 

We have seen that war can temporarily increase the 
ratio of factory employment to total employment. Ab- 


normally large post-war demands for manufactures will 
also for a time fortuitously expand the ratio, though in 
less degree. This will be true while we catch up with ac- 
cumulated demands for consumers’ durable goods and 
with abnormally heavy export demands for factory 
products. 

However, we want something more than a temporarily 
fortuitous—and war-created—solution of our employment 
problem; and in striving for a solution we must recognize 
the fact that the long-run tendency is toward a decline in 
the ratio of factory employment to total gainful occupa- 
tion. The reason for this is that (1) mechanized mass 
production over the long-run reduces the relative num- 


ber of workers required to produce the marketable | 


volume of manufactures; and (2) the higher any country 


goes in material civilization, the greater becomes to} 


relative market demand for services as distinct from 
goods. 

- As applied to agriculture, most everybody takes these 
basic facts for granted. Not so many generations ago 
more than half of the gainfully occupied people of 
America were in farming. Specifically, in 1870 it took 
the work of 53.5 per cent of the employed persons to 
produce enough food for themselves and the rest of the 
population. By 1920 this ratio was down to 27.6 per 
cent. By 1940 it was down to about 22 per cent. Not only 
did the ratio decline, but for many years the actual 
number of people occupied in farming has been static. 
In 1939, before it was squeezed down by the drafting 
of farmers for the armed services, the total was 10,739, 
ooo, according to Conference Board data. Thirty-five 
years earlier, in 1904, it had been 10,587,000. 

This shift away from farming in occupational empha- 
sis naturally reduced job opportunities therein but it was 
obviously beneficial to the nation. It was part and parcel 
of a rising standard of living. No nation can raise its 


living standard greatly as long as half or more of the} 


labor of its people must be devoted to producing so ele- 
mental a necessity as food. 

Few people realize that in principle, though in lesser 
degree, the same basic economic-social considerations 
apply to manufacturing. If a reduced proportion of the 
total labor of our people is required to produce the fac- 
tory goods that we need, that will be neither a social nor 
an economic loss but a further advance in human civili- 
zation—however difficult the adjustment problems for 
some individuals and some industries. 
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Occupations of Labor Force in 1940 


(In millions of persons) 
Total Male 37. 
Professional and semi-professional workers.......... me 
Farmers and farm managers...........+.seseeeeeese ; 
Non-farm proprietors, managers and officials.......... 
NE 
Craftsmen, foremen, etc.........2.00++ eidletele'a uaeie esis 
OEY Se ae eee ails Hctei toile vista ‘ 
Service Workers... .ccccccsccsccoces ere Weer oetoan ‘ 
Farm laborers and foremen............ RE tr . 
Laborers, except farm and mine...........0.eeeeeee ‘ 
All others........:. 


Total Female 1 
Professional and semi-professional.............2.0.++ 
Clerical, sales, etc... . 
ONeIAINES so sieisc civvcwcniess 
Domestic Service workers.......... ater ctaeels Sherer’ 
Other service workers.......... 

- “tes peeceneeerer Saceate 


Source: Bureau of Census. 
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Manufacturing accounted for 21.9 per cent of total 
employment in 1870, for 32.9 per cent in 1920, for about 
24 per cent in 1940. Despite the great development of 
the consumer durable goods industries, the ratio trend 
has been downward, except as interrupted by the war, 
since the early 1920's. A significant aspect of this is that 


_ the growth of the motor industry created more jobs— 


service jobs—outside of factories than in them. 

Excluding agriculture and manufacture, all other oc- 
cupations accounted for 24.6 per cent of the gainfully 
occupied in 1870, 39.4 per cent in 1920, 47.2 per cent in 
1930, and 53.2 per cent in 1940. Clearly it is within 
this broad category of occupaions and only in it that the 
relative opportunity for employment was expanding be- 
fore the war and in which there will be greatest oppor- 
tunity for progress in employment after the war. 

However, in various of the occupational fields included 
in this over-all percentage the post-war employment pros- 
pects are far from glowing—and, indeed, rather static. 
That is so for extraction of minerals, which employed 
about 1,250,000 persons twenty years ago but only 756,000 
in 1940. It is true of forestry and fishing, always a very 
minor source of employment. It is probably true of pub- 
lic utilities in which employment expanded sharply for 
a generation or so up to the middle 1920’s, since levelling 
off. Indeed, this job figure was slightly lower in 1940 
than in 1923. Utility services no doubt will have some 
further long-term expansion, especially in rural areas, 
but the job possibilities in such expansion may be ap- 
proximately offset, if not more so, by technological dis- 
employment. 

Job potentials in transportation are somewhat debat- 
able. Here employment approximately doubled from 
1900 to 1920 but the peak of 2,603,000 reached in that 
year—when the railroads, incidentally, were still under 
war-time Federal operation—has not since been equalled. 
Twenty-four years later, in 1940, this total was down to 
1,948,000. The railroads can readily haul twice as much 
freight as twenty years ago, with half the labor. Neither 
rail nor bus transport—now water transport—looks propi- 
tious as a source of post-war job expansion on a relative 
basis. That leaves air transport for consideration. Its 


Hjob potentials are necessarily rather conjectural. But, 


both directly and indirectly, the growth of air traffic will 
be a positive contribution to employment. At best, it can 
hardly play a major role, however, in the over-all employ- 
ment picture. For instance, even if it eventually employed 
as many persons as had jobs in all forms of transportation 
in 1940—which seems a very tall order—that would rep- 
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resent but some 3.5 per cent of a working population of 
55,000,000 

Turning to construction, we begin to deal with more 
hopeful possibilities. Here there is no significant factor 
of technological disemployment, as building necessarily 
remains in major degree a handicraft occupation. The 
generally depressed level of construction employment in 
the pre-war years was due to low volume. In 1940 the 
figure was 1,907,000 versus a peak of approximately 
3,500,000 in the middle 1g20’s. The possibilities for a 
substantial gain over 1940—possibly almost as much gain 
as in the whole range of manufacturing industry—are 
there. But their realization is something else again. The 
conditions required for maximum private building are 
a high level of national income, broadly diffused, and a 
favorable relation between building costs and prevailing 
levels of rent. We could be more confident if it appeared 
likely that building costs could be substantially lowered. 
As far ahead into the post-war period as can be seen, they 
will be considerably above pre-war levels though perhaps 
down from war-time highs. This is not favorable to the 
employment prospect. Still, there will no doubt be much 
larger private building volume than in 1940; also a large 
volume of public works. Allowing for both, construction 
ought to be able to provide a minimum increment of 
1,000,000 jobs over the 1940 figure, and it might conceiv- 
ably approach 1,500,000. ‘i 

Next for consideration is the occupational group 
lumped under “trade, distribution and finance.” It is 
one of the largest; had dynamic job expansion from 1900 
to 1929; but has had none thereafter. The 1940 total 
was 7,631,000—down roughly 400,000 from 1929. That 
shrinkage was accounted for by finance, with probably a 
small net rise in trade employment. At a level of high 
prosperity, we can count on many more jobs in trade 
than there were in 1940—but the latter year was far from 
one of depression and we can not expect a secular growth 
of jobs in trade as dynamic as that over the generation 
preceding 1930. 

The actual potentials are hard to figure. With physi- 
cal volume of trade now perhaps go per cent above 1940, 
it is being handled—due to labor shortages—with about 
200,000 fewer employees than in 1940. But service to 
customers was never poorer. It is conceivable that post- 
war trade volume, with internal shifts, may approximate 
the present level. With return of competition and more 
normal service standards, substantially more employment 
would be provided than in 1940. But trade volume per 
employee is a highly flexible (Please turn to page 213) 





























Manufacturing Industries with 
al 
Largest Number of Employees 
(Employment in Top Industry equals 100) 
1914 1939 
No. of No. of 
Rank Industry Employees | Rank Industry Employees 
1 Lumber and 1 Motor vehicles, bodies 
timber products.... 100.0 MB GEecccccccce 
2 Cotton goods ...... - wt 2 Steel workers and 
3 Foundry and machine. rolling mills....... 92.8 
shop products...... 75.5 3 Cotton goods........ 78.6 
4 Steam railroad 4 Lumber and timber 
tepair shops....... 70.8 ee ETS 72.4 
5 Steel works and 5 Boots and shoe fac- 
rolling mills. ...... 1.8 CE wceacececes 54.9 
6 Boot and shoe factories 40.0; 6 Bread and other 
7 Men's clothing...... e 6.2 baking goods...... 50.7 
8 Women's clothing.... 35.2 7 Woolen and worsted 
9 Woolen and worsted GOOUB sc cccccccess 35.3 
goods..... eeeces « oat 8 Meat packing, whole- 
10 Tobacco, cigars, ciga- MEAL cadewecasace 30.1 
Wi vin cescccecs 31.8) 9 Paper and paperboard 
Gs ce cccccacccce 27.8 
1 Canned and dried 
_ fruits and vegetables. 24.7 
Source: Bureay of Census and U.S.Chamber of Commerce. 
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The Story of the NEW BRAZIL 











With Discussion of the Debt Adjustment Plan 


BY V. L. HOROTH 


Tue statement that Brazil’s economic development 
has been advanced at least 20 years by the war, is being 
widely quoted as an illustration of the industrialization 
and diversification of that country’s resources during the 
last five years. Manufacturing industries in particular 
have been expanding at a feverish pace. In this they have 
been aided by cheap labor and by almost inexhaustible 
raw materials, as well as by the lack of foreign compe- 
tition in the rapidly expanding domestic market and in 
the markets of neighboring Latin American countries. 

Brazil’s wholehearted cooperation with the United 
States in the war effort has likewise paid big dividends. 
Our financial and particularly our technical assistance 
to Brazil has helped to solve many industrial and mining 
problems. It has made possible the realization of such 
large-scale projects as the Volta Redonda Steel Plant, the 
National Motor Plant and the National Aluminum 
Works. These developments together with the exploita- 
tion of the fabulously rich Rio Doce Valley iron mines, 
have put Brazil on the map as the foremost manufac- 
turing nation in Latin America, now ahead of Argentina. 

Thus the Second World War has given Brazil a decided 
boost toward economic independence and has helped her 
to liquidate some of the semi-colonial vestiges in her 
economy. Brazil is now in the midst of a boom, perhaps 
the greatest of the ... — 
booms that have char- Rem 
acterized her eco- %* 
nomic development. 
Will the_ present 
boom be followed, as 
has always happened 
in the past, by an 
economic and finan- 
cial crisis? To what 
extent are the weak- 
nesses in Brazil's econ- 
omy and finances be- 
ing eliminated by the 
current wartime de- 
velopments? These 
are the questions in 
the minds of Amer- 
ican businessmen and 
investors alike. 

One of the weak- 
nesses of Brazil’s econ- 
omy has been the vio- 
lent ups and downs 
in her agriculture 
which despite rapid industrialization has continued to 
provide livelihood for the bulk of the population. The 
primary reason for agriculture’s instability has been its 
dependence upon exports, and it was the world price 
level which has determined in the past whether Brazil 
was prosperous or poor. Inefficient methods of raising 





There are miles of such mosaic pavements in Rio de Janeiro, Brazil. They 
were laid by Portuguese workers especially brought over for the purpose. 


some of the export crops have likewise contributed to the 
country’s booms and depressions. 

Among the important wartime stabilizing develop- 
ments has been a marked diversification of Brazilian farm 
production. New crops have been introduced and new 
uses discovered for some of the bountiful products of 
Brazilian forests. Many of them are likely to come into 
their own only after the war, when shipping space is 
available and when Continental Europe is back in the 
market. There should be particularly good demand for 
vegetable oils, oilbearing seeds and nuts to satisfy the 
postwar requirements of protein foods. As a matter of 
fact, shipments of Brazilian staple exports, such as coffee, 
cotton, tobacco and citrus fruit, should also undergo a 
considerable expansion and thereby extend prosperity to 
those parts of Brazil which have been left out of the war- 
time boom. The importance of the older staples in 
the Brazilian export total declined to about one-half of 
the pre-war figure. 

The second important wartime development affecting 
agriculture has been a growth of internal demand for 
farm products. This development has been instrumental 


in encouraging the raising of vegetables, cereals and | 


dairy products. On the other hand, not much has ap- 
parently been done in improving the efficiency of agri- 
cultural production. 
Though the Brazil- 
ians for once have 
ample foreign funds, 
there has been, unfor- 
tunately, very little 
new cultivating or 
food processing ma- 
chinery available 
from abroad.  Im- 
provement of agricul- 
ture and food raising 
for local consumption 
rank high among 
post-war projects. 
About $220 millions 
worth of agricultural 
machinery, it is esti- 
mated, will be needed 
over the next ten 
years. 

More _ important 
than wartime devel: 
opments in agricul: 
ture, from the view: 
point of the smoothing of Brazil’s economic fluctuations, 
has been the expansion of mining and manufacturing ac 
tivities. In the five-year period, 1938-43, the number of 
industrial workers rose by about 50 per cent to almost 
14 millions, and the number of industrial enterprises 
increased in the same period by almost 100 per cent t0 
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80,000. But it should be remembered that most of the __ Brazil’s manufacturing industries will need about $360 
- enterprises are very small; more than two-thirds employ million worth of new machinery and equipment over the 
less than 6 workers, while only about 1,600 (2 per cent) period of the next ten years. An order for 214 million 
have more than 100 workers. Moreover, the industrial cotton spindles was recently reported. That would mean 
expansion has not taken place because of a sudden im- a modernization of most of the spindleage which was put 
- provement in competitive ability. The Brazilian indus- at about 3 millions shortly before the war. 
trialist has found himself simply without much com- Recently, the National Council of Industrial and 
petition not only in the domestic market, but in some Commercial Policy, Brazilian planning organization 
neighboring foreign markets as well. By 1943, Brazilian whose members are appointed by the President of the 
industrial exports had risen to about 23 per cent of the Kepublic, came out with a ten-year development plan 
total exports, as compared with only about 2 per cent calling for an investment of about $5 billion. About 
IN 1940. one-half of this amount is to be spent for the develop- 
Industrialization will unquestionably impart greater ment of industries and agriculture. Industrial production 
stability to the Brazilian economy. The country is already __ is to be raised eventually to the annual level of about $7 
he practically self-sufficient in most consumers’ goods (ex- billions as compared with $114 billions in 1943. Whether 
cept for certain luxury trades) and when the new national __ the plan will materialize is another story, especially since 
yp- } steel plant is in operation, about one-half the country’s the Brazilians would apparently prefer to see the U.S. 
m= — requirements of semi-manufactured iron and steel prod- Government help finance it rather than permit partici- 
ew ucts will be supplied from domestic sources. As to the pation by private capital. 
of | competitive ability of new Brazilian industries, this will The other half of the $5 billion which Brazil intends 
1to 
is ope . 
he Terms of Brazilian Debt Adjustment 
for Plan “A” Plan “B" Price 
the Annual Series 
of Payment inter- Sink- Numbers 3% 
. Amount for Over- — Fece _— Interest’ = Sink- Cash Reduced est at ing of Bonds Stamped 
ee, outstanding due Amount per ing Pay- Prin- 3%% Fund new jonds 
da Coupons (no $1000 Fund ments cipal on Per- Bonds Plan Plen 
per $100C Reduct.) Bond: _per- Amount Red. cent B A 
to Bond cent Prin. Bid Bid 
Government Issues: 
jar- Brazil 8% of 1991............... $26,669,000 $10.00 $1000 $35.00 1.59 $150 $800 $30.00 265 1 54% 58% 
. Brazil 7% of 1992.0... 0.00000, 14,387,000 8.75 1000 35. 159 150 800 30.00 265 2 54 5835 
in Brazil 65. % of 1996......0.000.. 48,584,000 812 1000 3375 1.54 125 800 30.00 265 3 55 5645 
- of Brazil 64.% of 1997.....0.00000, 33,308,000 812 1000 33.75 154 195 800 0.00 265 4 544 56% 
gp Btttll 5% OF 1931... eee, 18,577,000 1250 1000 33.75 1.53 125 800 30.00 265 5 54 55% 
ate issues: 
. Sao Pavlo, 7% of 1930 (coffee)... 14,605,000 13.12 1000 35.00 159 150 800 30.00 265 6 58% 
ing Paulo, 8% of 1991.......... 14, 11.55 1000 25.00 .88 175 500 18.75 265 7 544 
for Sao Paulo, 8% of 1995. ......... 10,268,000 1099 1000 95.00 88 175 500 1875 265 8 54% 
Seo Paulo, 7% of 1996.......... 4,295,000 10.21 1000 9250 (80 195 500 1875 265 9 54% 
ital Sao Paulo, 6% of 1998. ......... 8,600,000 9.18 1000 20.00 :71 90 500 1875 265 10 54% 
d Rio Gr do Sul, 8% of 1991...... 4,668,000 9.80 1000 500 88 = 175 500 1875 265 114 5444 
an Rio Gr do Sul, 7% of 1926...... 5,484,000 9.18 1000 29.50 80 125 500 18.75 265 12 5244 
ap- Rio Gr. do Sul, 7% of 1927...... 1967000 10.71 1000 9250 ‘80 195 500 1875 265 13 52 
; Rio Gr._ do Sul, 6% of 1928...... 10,225,000 918 1000 920.00 :71 90 500 1875 265 14 54 
eri Minas Gerees, 61: % of 1928..... 5,104,000 984 1000 21.95 (75 110 500 1875 265 15 53 
§ Minas Gerees, 641% of 1929..... 5,557,000 9.84 1000 91.95 (75 110 500 1875 265 16 53 
ion. Maranhao, 7% of 1998...... + 1,682,000 7.96 = 1000 s21.95 76110 500 18.75 2.65 17 5234 
azil- Pernambuco, 7% of 1927........ 4.868.000 1194 1000 91.95 (76 110 500 18.75 265 18 54) 
Rio de Janeiro, 6}>% of 1929.... 5 243,000 4019 1000 9000 ‘71 95 500 18.75 265 19 52 
rave Perena, 71% of 1998............. 2,338,000 9.95 1000 21.25 76 110 500 1875 265 90 52% 
St. Catharina, 8% of 1922........ 2,651,000 1415 1000 23.75 84 145 500 18.75 265 9 5234 
nds, Municipal Issues: 
ifor: Rio de Janeiro, 8% of 1991...... 7,213,000 9.10 = 1000 23.7584 145 500 18.75 265 2 52% 
' Rio de Janeiro, 64% of 1998.... 24,666,000 9.60 1000 90.00. °71 95 500 1875 265 23 54% 
ittle Rio de Janeiro, 6% of 1928...... 1,267,000 7.31 1000 18.75 66 75 500 18.75 265 24 52% 
Seo Paulo, 6% of 1919.......... 5,409,000 682 1000 18.75 66 15 500 1875 265 95 52 
. Seo Paulo, 8% of 1992. ......... 3,156,000 9.44. 1000 2375 ‘84 145 500 1875 265 2% 58! 
‘onli Sao Paulo, 645% of 1997........ 5,602,000 9.24 1000 20. 1 95 500 18.75 265 27 54 
Porto Alesre, 8% of 1999....... 2'509,000 11.37 1000 2375 ‘84 145 500 18.75 265 2 52% 
ble Porto Alegre, 734% of 1926...... 26410CO 10.67 1000 = 92.5077: 130 500 18.75 265 929 5244 
tal Porto Alegre, 7% of 1928...... 1,503,000 9.95 1000s 21.95 = 176 —S:110 500 18.75 265 30 52% 
‘icul- mae 
ising depend upon the degree with which Brazil will modernize to spend over the next ten years is to be used for the 
stion} 2s industrial plant. Before the war, Brazil used to absorb exploitation of hydro-electric power resources and for 
ong}? good deal of second-hand and even obsolete machinery. the building of transportation facilities, railways and 
jects The Brazilian industrialist could operate at profit partly highways, thereby removing two chief obstacles to the 
lions} because of the tariff protection and partly because of development of the country’s vast natural wealth. 
turalf (ow wage rates. However, wages have been rising in the The building of hydro-electric centrals would relieve 
esti-§ [ast few years (the cost of living is said to have gone up the country’s tight fuel situation and at the same time 
.eded} #8 much as 100 per cent compared with 1939) and to take advantage of abundant waterpower resources. Only 
~~ ten} Keep the costs down, Brazilian industries will have to about 7 per cent of Brazil's hydro-electric potential of 
raise their efficiency. This is particularly true of the about 20 millions HP have been developed. The rail- 
rtant}| ‘€xtile industry which contributed about one-half of ways would be electrified and converted from narrow 
Jevel-| the value of total manufacturing output. gauges to standard. Furthermore, various railway and 
ricul}! The Brazilians are quite aware of the modernization highway systems which at present are not linked would 
view) 2eeds of their industries, of the necessity of improving be joined by coastal and interior railways and highways. 
tions} ‘heir products and lowering prices, if the wartime gains Incidentally, in meeting its fuel problem, Brazil has 
ng ac not only in export field but also in the home market are expanded the output of coal from about 650,000 tons 
ser off (0 be retained. A part of the gold and foreign exchange _ before the war, to over 2 million tons in 1943. 
Imost| 'eserve has already been earmarked for post-war ma- The ultimate aim of the ten-year plan (Brazil has 
prise chinery purchases. According to an estimate made by the just completed a five-year plan which was announced in 
snt toj Office of the Coordinator of Inter-American Affairs, 1938) would be to raise the national income to the 
pEEVNOVEMBER 25, 1944. 181 











equivalent of about $200 to $250 per capita. This year 
national income will be about 100 billion cruzeiros ($5 
billion), or about 21% times as much as in 1939. A part of 
this increase reflects, of course, higher prices. Now at 
about $120 yearly per capita, the national income of 
Brazil remains low, even taking into consideration the 
fact that housing and clothing in a tropical climate are 
simpler than in ours and that food is generally lower in 
price. Though Brazil is in the midst of an unprecedented 
boom and though national income has increased con- 
siderably, purchasing power as a whole is probably not 
larger than that of the State of Ohio. 

While the expansion of industries and general diversi- 
fication of economic activities has improved the stability 
of Brazilian economy and while the American exporter 
of machinery and tools should benefit from the coming 
industrial modernization and the extension of transporta- 
tion facilities (but not so the exporters of consumers’ 
goods), how has the American investor’s position im- 
proved as a result of the wartime developments? Consid- 
ering the fact that the Brazilian foreign debt service in 
the past has been a problem of transfer rather than of 
willingness to pay, the situation has improved consider- 
ably. In many respects, Brazil’s ability to fulfill her 
obligations has probably never been greater than at 
present. 


Liquid Assets Large 


In the first place, there has been a remarkable accumu- 
lation of gold and foreign exchange assets during the 
war, reflecting partly Brazil’s ability to export greater 
quantities and more diversified products, and partly the 
inability to import during the war. Last June, the com- 
bined gold and foreign exchange reserves were put at 
about $600 millions. Actually the reserves were probably 
larger (some estimates put them as high as $1,000 mil- 
lions in October 1944), since the Brazilian Government 
has apparently additional assets abroad, not shown in 
the Banco do Brazil statement. Even if considerable part 
of gold and foreign exchange holdings should be used 
for the purchase of industrial and transportation equip- 
ment after the war, there ought to be enough to cover 
the annual debt service payments which in the mean- 
time have been greatly reduced. 

The consolidated dollar and sterling debt of Brazil, 
which at the time of the temporary suspension of debt 
service in the early “Thirties amounted to about $1,200 
millions, had been reduced at the rate of about $25 
millions a year, through repurchases of bonds and 
cancellations by the obligors, to about $836 millions by 
the end of 1943, the dollar issues accounting for about 
$286 millions and the sterling issue for about $550 mil- 
lions. The annual debt service which at the outset of the 
great depression was around $110 millions a year was 
reduced to about $44 millions under the so-called first 
“Aranha Debt Readjustment Plan,” and to about $20 
millions under the second “Aranha Plan.” 

About a year ago, in view of the growing prosperity of 
the country, Brazil proposed a permanent readjustment 
of external dollar and sterling bonds. The plan became 
effective on January 1, 1944 and is to expire by the end 
of this year, by which time the United States holders of 
Brazilian federal, state and municipal securities may 
elect to accept either the so called option “A” or the 
option “B” of the readjustment plan. Those failing to 
accept by that date shall be deemed to have accepted the 
option “A.” The readjustment plan is offered to all 
holders of dollar bonds with the exception of the State 


of Ceara Bonds which the Brazilian Government is offer- 
ing to redeem at 12 per cent of their face value. Holders 
of the latter obligations are to receive also small cash 
payments for certain unpaid coupons due before January 
1, 1944, irrespective of the option they select. 

Under the “A” plan, as will be seen from the accom- 
panying table, the face value of the bond remains un- 
changed at $1,000, but interest rates are reduced to new 
fixed rates, ranging from 334% to 314% for Federal 
secured issues and the Sao Paulo Coffee Realization 
Loan, and from 174% to 244% for various state and 
municipal issues. The annual sinking fund rate similarly 
ranges from 1.59% for the Federal issues to as low as 
.66% for certain municipal issues. Under this plan, 
the responsibility for debt service remains with the re- 
spective original debtors. 


Features of the "B" Plan 


Under the “B” plan, the bond holders agree to a 
reduction of 20% in the face value of Federal secured 
and the Sao Paulo Coffee Realization issues, and to a 
reduction of 50% in all other State and Municipal issues. 


In return they will receive cash payments ranging from | 


$75 to $175, depending on the issue, and new external 
dollar bonds equivalent to the reduced face value of the 
old bonds. These new bonds bear the uniform rate of 
interest of 334%, have no fixed maturity and are amor- 
tized at the rate of 2.65% a year, or almost double the 
schedule under the Plan “A.” Moreover, the Brazilian 
Government assumes the responsibility for the debt 


service, should the individual states or municipalities | 


fail to make the required remittance. 

The new 334% bonds are issued in series so numbered 
as to correspond with the numbers of the issues of the 
original bonds for which they are issued. The June 1 
interest will be paid directly in cash upon the delivery 
of the new bonds. According to the ruling of the Com- 
missioner of Internal Revenue, the gains made under 
either of the two plans are taxable, while the losses are 
deductible. 

Obviously, for the average investor the acceptance of 
the plan “B’ is more desirable, simply because the new 
bonds have a higher rate of interest and amortization as 
well, and because holders of the old state and municipal 
issues get a direct obligation of the Brazilian Govern- 
ment. The exceptions are the Sao Paulo Coffee Realiza- 
tion bonds against which actual coffee has been pledged. 

If all holders of the dollar and sterling bonds accept 
plan “B,” the Brazilian external (Please turn to p. 212) 
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Eeurry financing, in the doldrums since 1937, this 
year is experiencing a mild revival with the total prom- 
ising to equal or exceed the 1940 figure of $81.61 million, 
highest since 1937 when the 1936-37 boom spurred com- 
mon stock flotations to $292.01 million. 

Normally, common stock financing expands with good 
or rising business, coinciding with rising stock prices and 
upswings of the business cycle, and decreases with slack- 
ening business, paralleling cyclical downswings and un- 


| satisfactory market conditions. War-time experience, how- 


ever, has been contrary to this normal pattern. For one 
part, the Government had largely superseded the capital 
market as principal supplier of funds for war-time ex- 
pansion. Additionally, unusually low money rates pre- 
vailing under our easy money policy have tended to 
favor flotation of fixed interest securities, that is bonds 
and preferred stocks, rather than common stocks. As the 
result of this, plus the tax factor which likewise favors 
fixed interest securities, new money common stock issues 
have been few and far between despite the mild uptrend 
noted before, and despite the fact that the great surfeit 
of investible funds should make for much easier stock 
financing. 

Investor preference for common stocks is quite marked; 
the tax law makes it easier for him to collect his income 
in form of capital gains rather than interest or dividends, 
quite apart from the lure of price enhancement. How- 
ever, a company’s decision to raise funds by issuing new 
common stock naturally depends on many circumstances, 
most important perhaps on the management’s evaluation 
of post-war business, the prospect of making a profit and 
retaining it under present and prospective tax conditions. 
Growth companies and companies greatly dependent on 
the business cycle generally favor equity financing as the 
most practical way of securing needed funds. New enter- 
prises almost exclusively follow this course. The reason 
is that they are reluctant to incur or increase fixed debt, 
potentially burdensome in times of slack business. Some 
of course, especially new and untried enterprises, may 
find it difficult to sell bonds or preferred stocks as the 
cost invariably would be high, leaving little choice be- 
tween stock or bond financing. In such cases, the specu- 
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lative element obviously attached to new equities nat- 
urally requires attention. 

New financing for some time has been picking up, 
reflecting current and future capital needs of a good 
many companies, but the bulk consisted of the sale of 
bonds and preferred stocks, stressing cheap money and 
high taxes as leading determinants of corporate financing 
policy. Money can be had cheaply, making for low 
financing costs, and bond interest can be deducted from 
net before taxes. Even preferred stock financing, or 
rather the dividend obligations arising therefrom, cost 
little, in some cases virtually nothing, since many com- 
panies obtain a higher yield from employment of the 
proceeds than the dividend rate they pay to preferred 
stockholders. Why then issue common stock? ‘The ques 
tion seems important, or at least of interest, when dis- 
cussing companies which have been doing common stock 
financing in preparation to post-war business. 

The answer depends on the individual company, its 
standing and financial policies. Marginal earners, for 
instance, would find it difficult if not impossible to sell 
bonds or preferred stocks. However, there are few if any 
marginal earners among the companies listed in the ap- 
pended table which sold common stock over the past 
twelve months. Not surprisingly, we find that either a 
strong growth element or above average dependence on 
the business cycle is characteristic of most of them. All 
seem to anticipate marked expansion of peace-time busi- 
ness, some in such obviously expansive fields as building, 
air transport, electronics, plywood and rayon. Others 
already have experienced substantial growth, chiefly due 
to war-time factors, and their equity financing clearly 
reflects intention to maintain this broader base of opera- 
tions in the post-war period. 

In both categories, there are companies worth looking 
into, from the investment standpoint. Take Kimberly- 
Clark, a prominent manufacturer of book and specialty 
paper, who only very recently sold 99,960 shares of new 
common stock to raise some $3.20 million for post-war 
expansion. Simultaneously, $10.5 million worth of 414% 
preferred stock was issued in exchange for outstanding 
6% stock. In addition, there is a long-term debt of $10.54 
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million. Proceeds of the common stock sale will be used 
to promote war-developed products coming from the 
company’s big research division. 

Kimberly-Clark is one of the top half-dozen American 
paper manufacturers with assets of over $61 million. It 
has capacity to produce 190,000 tons of white paper a 
year, and 73,000 tons of creped wadding. In resource- 
fulness and ingenuity of management, it is said to rank 
higher than mere statistics would indicate. The company 
has done an outstanding job of product diversification 
and the long-term goal of the management has been to 
render the business proof against both seasonal and 
cyclical fluctuations. While integration from timberland 
to converted paper products is not unusual in the paper 
industry, the company’s integration is intense, with tim- 
ber properties and mills in Canada and the United States. 


Sound Management Policies 


The company’s earnings record attests to the wisdom 
of management policies. Pre-war earnings averaged bet- 
ter than $3 per share and during the depression early in 
the Thirties when many of its competitors took a con- 
siderable beating, the company went along with only 
two small deficits (2c in 1932 and 32c per share in 
1933) after meeting fixed charges and preferred dividends. 
Instead of holding on to what business could be had, 
the company brought out occasional laboratory-developed 
new products that fetched extra profits. 

K.-C. is probably the second largest maker of book 
paper, holding contracts with some fifty national maga- 
zine publishers. The wadding and specialty division 
manufactures Kotex and Kleenex sold by International 
Cellucotton Products Co. on an exclusive long-term con- 
tract which forms a solid foundation for earnings stabil- 
ity. More recently, the company has branched out into 
specialized industrial applications of its basic materials. 
War needs have accelerated development of new prod- 
ucts which promise sizable volume when they can be of- 
fered for sale to civilians. One such product is an im- 
pregnated creped wadding impervious to petroleum 
derivatives, solvents and gases and currently having many 
war-time uses. Another is impregnated plastic paper for 
smooth, lasting surfacing, used in the manufacture of 
luggage, non-slip flooring and table tops, to mention just 
a few. Also laminating and molding plastic Papers, insu- 
lation paper and others. 


The company is unworried by the currently heavy pro- 
portion of Government business, foreseeing nc difficulty 
in selling equivalent tonnages to civilian customers after 
the war. Hence the aforementioned stock flotation to 
raise new funds. A new creped wadding mill now under 
construction in Ontario is obviously a part of the expan- 
sion program. An important asset is the company’s exten- 
sive laboratory research with what is generally believed 
to be the largest research staff in the paper industry. 

Earnings for the first nine months were $2.94 per share 
against $2.41 last year and total 1944 net should exceed 
the $3.69 a share of 1943 with dividends cqualling at 
least the $1.75 paid last year. Net working capital—before 
the stock flotation—was $12.67 million with cash items 
almost equalling current liabilities of $7.41 million. In- 
terest charges last year came to about $429,700 and pre- 
ferred dividends to $597,780. compared with net earnings 
of $1,801,856 left for the common after all charges and 
obligations including addition of $150,000 to the post- 
war reserve which at the end of 1943 totalled $500,000. 
Pre-tax net was $6.52 million, the total tax bill for 1943 
coming to $4.13 million whereof $2.66 milliou for EP 5 
Common stock outstanding after the recent stock sale 
totals 588,133 shares, with debt and preferred stock ae 
ing moderate earnings leverage. The long-term rs 4p 
outlook is excellent but K.-C. should do bet:er : an the 
average paper company. Selling around 36 _ out a 
times 1943 earnings, the common yields nearly ay oe 
should represent a — nag erg bomygec geome bas 

’s price range is 42 high, 314 » Wil 
hig’ bt 4634 gto and 4634 in 1937- Obviously, 7 
siderations behind the company’s equity financing / 
not only reluctance to increase fixed charges but oe 
nition of growth prospects which in the rae gsi 
opinion seem to justify fully the larger common s 

italization. 
oe ceo prominent manufacturer : eres 
maceutical, biological-and vitamin products, int ber: 
year offered stockholders 94,439 common shares nd poe 
scription, the proceeds of about $4.2 a to eo 
to carry out post-war plans and expand the — Pode 
company meanwhile has formulated a seven-yea ti 
opment program covering every phase of its = ae 
Abbott, a leader in the ethical drug line, has s 7 
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aggressive sales campaigns in South America and other 
foreign markets; the company’s sales territory already 
comprises a good part of the globe. Improvement and 
expansion of products through aggressive research should 
make possible continued long-term sales growth. Finances 
are strong; there is no bonded or bank debt but 30,000 
4% preferred shares precede the 849,958 shares of com- 
mon now outstanding. The latter have an unbroken 
dividend record since 1929, with present quarterly pay- 
ments of 4oc regular, plus 15c extra. Net working cap- 
ital is $12.5 million. Currently selling around 59, the 
common yields only 3% and thus has no particular in- 
come appeal, limiting attraction to longer term growth 
prospects and resultant appreciation possibilities. 1944 
high was 641% and in 1939, the stock reached an all-time 
peak of 7114. 

Sylvania Electric Products Inc. last May sold 100,000 
new common shares with the proceeds of $2.85 million 
earmarked for post-war developments. At the same time 
the company through exchange of stock acquired the 
Colonial Radio Corp. which will materially broaden 
Sylvania’s outlet for radio tubes of which it is the coun- 
try’s second largest producer. Incandescent lamps and 
fluorescent lamps normally account for over half of sales. 

This is a growing concern of medium size and the 
stock has semi-investment quality. Electronic interest, 
stimulated by war activity, “centers on manufacture of 
cathode ray and other electronic tubes and their indus- 
trial and househcld application. In all these fields, 
marked growth possibilities exist. Resumption of peace- 
time production can be effected fairly promptly, as war 
work is largely along regular lines. Last year, Sylvania’s 
volume exceeded $60 million and that of Colonial Radio 


/ came to about $56 million. Combined earnings for the 


nine months ended September go (incuding operations 
of Colonial for four months) were $1.37 per share 
against $1.13 in 1943. At present, the company is one of 
the largest suppliers of electronic and lighting products 
to the Government and to war industries; post-war pros- 
pects rest primarily in growth potentials inherent in 
these fields. 


Steady Earnings, Liberal Dividends 


Finances are strong and capitalization is simple with 
only $3.92 million debentures preceding the 1,005,000 
shares of common outstanding. Net working capital 
amounts to $13.9 million. Past earnings were steady, 
averaging about $1.60 in pre-war years, and fairly liberal 
dividends were paid consistently. Selling around 28, the 
common on basis of current dividend rate of $1.25 yields 
about 4% but price-earnings ratio of 16 to 1 appears to 
have discounted at least part of existing growth poten- 
tials. Any future market reaction may carry the stock into 
a better buying range. 

National Automotive Fibres, Inc., manufacturer of 
textile specialty products chiefly for the automobile in- 
dustry, last May sold 86,310 shares of common. Proceeds 
of about $900,000 were added to working capital to 
finance war orders and additional notes and accounts 
receivables for expected post-war business, particularly in 
the automotive field. At present, virtually all business 
is on Government contracts, with production of para- 
chutes the most important. Strengthening of working 
capital by the aforesaid stock offering should enhance 
company’s ability to profit from the expected post-war 
boom in the automobile industry. War-time earnings 
have been running substantially above the pre-war aver- 
age of about $1 per share with 1943 net amounting to 
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$1.52 per share. In 1944, however, earnings dropped 
precipitately with a deficit of 33c reported on the com- 
mon for the first nine months, the reason being a three 
months shutdown in the company’s largest plant in De- 
troit due to a change-over in type of production. Never- 
theless, working capital position remained strong with 
net current assets amounting to $3.39 million and a cur- 
rent ratio of 2.6 to 1. 200,000 preferred shares ($10 par 
value) precede the 512,874 shares of outstanding com- 
mon. The latter of course is highly speculative, selling 
around 934 compared with book value of $10.21 per 
share but longer term prospects are not without promise. 
A dividend of 50c was paid in 1943, and 15¢ in 19492 
while 60c and 7o0c respectively were disbursed in 1941 
and 1940. Last year, the stock reached a high of 1114. 
The 1944 top was 1314. About 25% of the common is 
held by California Cotton Mills Co. of Oakland, Cal. 

Our table lists two companies only quite recently dis- 
cussed in detail in the Magazine. In our October 14 is- 
sue, in an article on the plywood industry, we discussed 
the status and prospects of Atlas Plywood which therefore 
requires no further elaboration. The company last Jan- 
uary sold 150,000 shares of common; the proceeds of 
roughly $1.78 million were added to working capital for 
use for various corporate purposes. The company inci- 
dentally contemplates redemption of its outstanding con- 
vertible preferred stock after the first of the year, pro- 
vided market conditions are right. 

American Optical Corp., introduced to our readers in 
an article on the optical industry in our October 28 
issue, last April sold 167,490 shares of common, proceeds 
thereof amounting to roughly $5.4 million. Company’s 
operations enjoyed amazing war-time growth and the 
broadened common stock capitalization reflects belief 
that at least part of it can be retained in the post-war era. 

In the building materials field, three companies have 
done common stock financing with an eye to greatly ex- 
panded post-war business. They are Celotex, Flintkote 
and Masonite, all of them frequently discussed in the 
pages of this Magazine. Celotex Corp. last December 
sold 117,024 shares of common, proceeds of about $1.22 
million to be used for expansion purposes. Masonite in 
May sold 60.760 common shares, proceeds of $2.46 mil- 
lion to be used for extension of company’s manufactur- 
ing properties and plant equipment, the purchase of 
additional timber lands and the development of new or 
existing products. Flintkote last May sold 237,902 shares 
of common, proceeds of $3.56 million to be used for 
general corporate purposes. All three companies have 
unquestioned growth poten- (Please turn to page 207) 
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BY HENRY L. 


Accorpinc to a familiar adage, “Nothing is certain 
save death and taxes.” The words carry a note of dire 
finality, implying that in these matters the individual is 
a helpless pawn. True, one can not escape either death 
or taxes. But there is a fair chance that departure from 
this earth can at least be postponed by healthful living 
and the aid of the family doctor; and taxpayers—es- 
pecially if they are also investors—are permitted to take 
advantage of certain mitigating provisions of the law un- 
der which tax liability in some instances may be substan- 
tially reduced from what it would be if the options were 
not exercised. 

However, everything having to do with tax calcula- 
tions is more or less complicated, especially where, in ad- 
dition to other types of income, short-term or long-term 
capital gains and/or losses are involved. Whether be- 
cause of inability to cope with these complexities or be- 
cause of mere carelessness, it is probable that a goodly 
number of investors each year pay more taxes than are 
required. 

The writer of this article is an investment analyst, not 
a tax consultant. The simplified observations offered can 
not cover every possible type of tax “adjustment,” and 
their purpose is to guide average, or typical, investors. 
Where large sums are involved, especially with .non- 
typical complications in tax accounting, the investor 
naturally should avail himself of the services of a reliable 
tax consultant. Now is the time to map out possible tax 
savings through establishment of capital gains or losses 
during the remaining few weeks of 1944. 

Whereas every type of income or realized capital gain 
must go into the tax return, “paper” gains or losses on 
securities held represent optional means whereby, if such 
gains or losses are established by sales, total taxable in- 
come may be increased or decreased. What the investor 
should do necessarily depends upon individual circum- 
stances. In addition to weighing the possible tax sav- 
ings for 1944, many investors, in their decisions to make 
or not to make portfolio adjustments, will be influenced 
by their opinions of the prospective trend of the stock 
market in coming months; and also by their beliefs, or 
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hopes, concerning possible future reduction or elimina- 
tion of the capital gains tax. 

However, it should be emphasized that even if the in- 
vestor is entirely satisfied with the quality and the mar- 
ket prospects of all securities held, the opportunities for 
tax savings through readjustment of holdings neverthe- 
less merit careful study. One may have a sizable paper 
loss in a perfectly sound stock that was bought at an in- 
opportune time. It is usually possible to switch from 
such a stock into another selected issue of at least com- 
parable investment or speculative status, in most cases 
within approximately the same price range. Here are 
some of the ways in which the establishment of this capi- 
tal loss may be beneficial to the investor: 

(1) If it results in a net capital loss for the year, re- 
gardless of how long one had held the stock or stocks dis- 
posed of, the loss up to $1,000 may be deducted from 
taxable income. The operation saves the total tax on 
the top $1,000 of income derived from salary, commis- 
sions, interest, dividends, etc. The sum thus saved may 
range from approximately $225 to over $900, depending 
of course on the individual’s tax bracket. 

(2) A capital loss may be used to offset a capital gain, 
thus reducing or even possibly nullifying tax liability 
on the latter. It is important to emphasize that for this 
purpose a short-term loss is twice as “valuable” as a long: 
term loss. This is because 100 per cent of gains or losses 
on assets held less than six months goes into the income 
tax return, as compared with only 50 per cent of gains 
or losses on assets held more than six months. Thus, for 
tax purposes, $1 of short-term loss offsets $2 of long-term 
capital gain, while conversely it takes $2 of net long-term 
gain to offset $1 of short-term gain. Obviously, the “per- 
centage” makes it desirable so far as possible to confine 
establishment of losses to the short-term classification, es- 
tablishment of gains to the long-term classification. 

(3) Net capital losses may be “‘carried over” for five 
years, so that their usefulness for deduction from ordi- 
nary taxable income or for offsetting capital gains is not 
confined to the current year. Thus, net capital losses 
established in 1942 may be applied this year to the ex- 
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tent not absorbed in 1943 but will remain usable for tax 
purposes until 1947; a 1943 net loss may be applied this 
year or carried over as late as 1948; while a net capital 
loss experienced in the present year is “good” until 1949. 

Whether or not they are utilized for tax reduction 
purposes, net capital losses established in 1942 or 1943, 
or both, must be recorded in income tax returns for 1944 
“just for the record.” Note that a carry-over loss can not 
be used to set up a net capital loss for the current year. 
That is, the capital gains or losses of the current year 
must be calculated independently in arriving at a net 
gain or loss for the year, after which net capital losses of 
prior years back to 1942 may be applied if there is a net 
capital gain and if an offset is desirable. It is required 
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that the net capital losses of each year be kept separately 
and that the loss of the earliest year be applied first. For 
example, a 1942 net loss, or any part thereof not used in 
1943, would have to be applied this year or in any year 
up to 1947 before any part of a 1943 net loss could be 
utilized for tax reduction purposes. 

(4) Suppose there is a reasonable chance, or even prob- 
ability, that a stock in which an investor now has a loss 
will in due time recover to the purchase price or even in 
time show a profit. Under these assumptions, how could 
there be benefit in establishing the loss and then in re- 
acquiring the same stock or buying a comparable stock? 
There would be no taxable gain in the recovery of the 
stock to the original purchase price. An equal advance 
in reacquired shares or comparable shares would pro- 
duce a taxable gain, matching the loss established on the 
original holding. The investor seemingly would gain 
nothing by taking the loss—but that is not true. He 
would gain flexibility of action for a five year period, 
and that might be well worth having. As long as he 
holds the paper loss it can be used only to offset future 
recovery, up to the purchase price, of the same stock and 
can’t be used in any other way. But if the loss is estab- 
lished, the investor has the option of using it in what- 
ever way is most advantageous to him. He can use it 
for deduction from ordinary taxable income; he can use 







































Stocks in which Many Holders Have Losses That 
Could Be Established for Tax Savings 
1937 1939 1940 1943 Recent 
+ 9 ie _— — = 
Alaska Juneau....sessseeress 15% 
Amer. Radiator. 2914 1834 10% 11% 12 
Amer. Type Fdrs.. 20% 834 6% 1238 12% 
Amer. Encavs. Tiling...--.--- 13% 534 3% 44% 334 
Amer. Smelting.........----. 10534 63 54 41% 40 
Amer. & For. Power....+.--+> 13% 354 234 9 2% 
Anaconda Copper.....-----> 6916 40 32 31% 27 
Barnsdall Oil......+-0+-0e00% 35 19% 133% 19% 16 
Beth, Steel......seeeeeeseeee 105! 93% 69% 6234 
Balt. & Ohio..... Sevvseannee 40% 8% 63% 10 816 
Boston & Me....---seeeeeeee 15% 4% 9% 6% 5% 
Crucible Steel.. 81% 5254 41% 8=638 36 
Cont'l Can..... 69% 51% 49 36% 3934 
Celenese....... 41% £#+30% 353 4034 33% 
Callahan Zn. & Ld........---- 6% 3% 1% 1% + 
Curtlss-Wright.......06---0e- 834 13 i) 1134 9% 7 
Diamond T Motor.....-.--++- 3 103 10% 17 16 
BEN ivccesnsdnvevees 159% 14456 171 153 19534 
Rob't Gair.....ccccccseccece 1534 5% Yy 4 45% 
Gen'l Cable........+0+-+++++ 324% «18 11% 8 6 
Gen'l. Outdoor Advtg......-- 15% 6% 1% 6% 11% 
Great West. Sugar..........-- 42% 37% 29 2734 293 
Holly Sugar.......s.0.-0---- 434% 21% 16 17 1834 
Illinois Central...... 38 20% 1338 16% 1634 
Inspir. Cons. Copper. 33 21 15% Sh 11 
Int'l. Mining......- 18% 10 7 65% 4% 
N.Y. Central........-.-5---- 55% 23% 18% 20 191% 
N. Y. Shipbldg......-.----++ 12% 8614 29 23 15% 
EE RARE ore 1234 4% 4% 5 534 
emer" *7"° i 1134 As) $% 3 
: s Met... eee ee ee eeee 4 4 
come Bocccccccscccccscsces 4 33 2% ais 6% 
Sparks Withington......-..--- } 
aa... 4334 23% «2014 «3034 «2754 
Symington Gould... . 17% 134 134 814 6% 
Twin City Rap. Tr.. 171% 3% 34% 934 834 
Steel.......- 1 45) = | 76% 5938 57? " 
Va.-Carolina Chem 4 
Weinorth coeccccce soe eee 9 6} 9% 85% 
(Note: Investment quality and potentials for market recovery are not necessarily 
controlling considerations. See text.) 
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Suggested Substitutes for Issues Sold 
for Tax Purposes 
sy Prem 1 ~ Yield 
ice nnval Div. 
Amer. Gas & Electric...........00055 32% 1.80 5.5% 
RR 6d cincccdvcccctecacescsss 68% 6.00 8.7 
Beatrice Creamery........0..000.000. 38% 2.05 5.2 
BORE TISNERc cv ccccccccccccccccccees 04 2.20 4.7 
PONIUE WENNER ccccceccecccccedceses 39 2.00 5.1 
SEN a dndnh cicindes een os.c0-0e:c 123% .60 49 
Columbia Broadeasting............... 33 2.10 6.3 
(2 EEE 284% 1.20 4.2 
MINE cccdedeccccctccctenes 22 1.25 5.6 
ie vccacccesercexss 1514 -10 4.5 
Great Northern Pfd.................. 42 2.00 4.7 
Kimberly Clark...... 36) 2.00 5.4 
McKesson & Robbins 2834 1.35 4.7 
Marine Midland.... 1% 16 2.1 
Motor Products......... 213% 1.00 4.5 
National Distillers .............. 36 2.00 - 
PR adaccccecccccssccccscess. GE 1.70 6.5 
Reliable Stores............--..220555 18 1.00 5.5 
Schenley Distillers................. 35). 2.00 5.6 
pO) = ee 32 2.25 7.0 
Se atten *****"*"+--- ++ 11 —- aa 
Standar (-) igida en aawie wae a 46 8714 % 
UIE ccncccccececbecscceues 1534 — <— 

















it as an offset to future capital gain in the reacquired 
stock; or he can use it to offset gain in some other stock 
that is high enough and ought to be liquidated. 

Incidentally, if an investor wishes to establish a capital 
loss but does not wish to risk loss of position in that 
stock during the go-day waiting period that is required 
between a tax sale and repurchase of the same security, 
there is a perfectly legitimate way in which this result 
can be had, although it involves the temporary doubling 
of the funds employed. For example, if he now owns 
100 shares of a given stock, he can purchase another 100 
shares, hold both lots for go days, then sell the original 
100 shares. In other words, he can make the new com- 
mitment either before or after the sale for tax purposes 
provided there is a go-day period between the two trans- 
actions. 

(5) We have emphasized earlier in this article that the 
question of the quality or the possible market potentials 
of securities on which there are current capital losses 
need not necessarily be a controlling consideration in a 
decision whether or not to register a loss. Investment 
quality aside, the primary question is whether the in- 
vestor has a money-saving use to which to put a capital 
loss and whether the calculable tax advantage is greater 
than the brokerage and tax costs of the transaction. Cer- 
tainly in a great many instances, the answer will be yes 
on both counts. However, as a practical matter, this is 
by no means the whole story. The fact is that a great 
many investors are carrying paper losses on stocks that 
they would not now buy, even at prices well under the 
original cost, if they had a new choice to make. 

It goes against the grain—all of us being human—to 
take a loss. As long as it is only a loss “on paper” one 
need not fully admit having used poor judgment in the 
purchase. By waiting and hoping that the stock will 
make a come-back, a man saves “face” with himself. Of 
course, it is possible that the stock will eventually re- 
cover to the purchase price, but often the odds are 
against it. And to handle one’s losing investments on 
this wishful-thinking basis is more often than not quite 
expensive. Through stubborn disinclination to accept 
a capital loss, in all too many instances investors drift 
into a state of more or less resigned “marriage” with 
their unprofitable holdings. To have a capital loss is 
regrettable, but poor judgment on the original purchase 
is compounded when investors permit such mistakes to 
lock them in a “frozen” position. There can be no such 
thing as intelligent, planned “management” of a frozen 
security holding. (Please turn to page 211) 
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AMERICAN and FOREIGN POWER 


Recapitalization 


Plan Analyzed 


Factors Affecting Company’s Future 


BY EDWIN A. BARNES 


American & FOREIGN POWER CO.’S recapitali- 
zation plan recently put forward has caused a good deal 
of anxious investor reaction, not only among holders of 
junior securities but among those holding preferred stock 
as well. The plan as proposed is of course a long way 
from consummation and odds are considerably in favor 
of a future revision, hence it might be wise to refrain 
from hasty action on basis of first impression. 

Moreover, a good many investors have no clear con- 
ception of what the Plan implies, which is not particu- 
larly surprising in view of the complexity characteristic 
of such arrangements. The following discussion, necessar- 
ily somewhat technical, should however help in clearing 
up important points on which there may exist consider- 
able doubt. 

American & Foreign Power, incorporated in 1923, con- 
trols the foreign holdings of the Electric Bond & Share 
System. The company’s consolidated balance sheet shows 
total assets of some $723,000,000, while the parent com- 
pany’s assets aggregate about $520,000,000. Subsidiary 
obligations total about $108,000,000—including $25,000,- 
ooo dollar obligations, $22,000,000 in foreign currency 
issues, $51,000,000 preferred stocks and arrears, and 
$10,000,000 minority interest. The parent company has 
outstanding some $50,000,000 Debenture 5s due 2030, a 
debt of $30,000,000 to Electric Bond & Share, $146,000,- 
ooo 1st Preferred Stock (at $100 a share plus arrears), 
$498,000,000 Second Preferred Stock (including large ar- 
rears), 2,192,368 common shares and 6,533,095 warrants. 
None of the stocks have par value. 

The operating companies seem conservatively capital- 
ized, but the holding company set-up obviously reflects 
the enthusiasm of the 1920’s plus the much higher for- 





























TABLE I—PRESENT CAPITALIZATION 
Percentage 
Owned by 
Electric 
Bond 
Total and 
Outstanding Share Public 
3% Serial Notes............. $30,000,000 100%* 
eS Se eee 0,000,000 0 
$7 Preferred Stock. .......... 478,995 shs. 2.88 97.12 
$6 Preferred Stock........... 387,025 shs. 17.00 83.00 
Second Preferred Stock....... 2,569,886shs. 83.98 16.02 | 
ee Ee 2,192,638shs. 40.20 59.80 
Option Warrants..........00. 6,533,094shs. 88.98 11.02 
*In addition, Bond and Share owns $19,500,000 Debentures of 
Cuban Electric Co. (a subsidiary of Foreign Power) which will 
be surrendered to Foreign Power under the plan. 
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One of the company's hydro-electric developments in Chile 





eign exchange rates then prevailing. However, the parent 
company’s capital reflects a very substantial cash invest. 
ment. Bond & Share alone invested about $280,000,000 
in Foreign Power, according to the last annual report to 
the Securities & Exchange Commission, and the public 
also made a large contribution. A substantial part of the 
aforesaid preferred stock obligations represents dividend 
arears—about $60,000,000 for the first preferred stock 
and $252,000,000 for the second preferred. 

Under the Public Utility Holding Company Act, the 
SEC has the right to require a recapitalization and “sim- 
plification” of Foreign Power, though it does not have 
authority to regulate the foreign subsidiaries. Recapitali- 
zation involves important issues as to the respective 
rights of Bond & Share versus public holders of Foreign 
Power securities. As indicated in Table I, the problem is 
complicated by the varying proportions of Bond & Share’s 
investment in six security issues. It owns $30,000,000 
3% Serial Notes (also $19,500,000 Debentures of Cuban 
Electric Company, a subsidiary of Foreign Power). It has 
a small stake in the two preferred stocks—about 3% of 
the $7 preferred, and 17% of the $6 preferred; it owns 
nearly 84% of the end preferred, 40% of the common 
stock and 89% of the warrants. 

Obviously both Bond & Share and the SEC have been 
considering this situation for some time and it is pos 
sible that preliminary plans have been informally dis 
cussed and discarded. Recently a recapitalization plan 
was submitted to SEC by Foreign Power, and “joined in” 
by Bond & Share. Under this proposal the present cum- 
bersome capital structure would be largely scrapped, and 
preferred arrears wiped out. The new capitalization 
would consist of $119,281,200 5% Debentures due 2030 
and 2,500,000 shares of common stock of no par value. 
First Preferred stockholders would receive (in effect) the 
liquidating value of $100 per share in cash and bonds 
(see table II). Actually, taking into account the market 

rice of the present bonds, g1, the value is only about 
93. They are also given half a share of new common 


THE MAGAZINE OF WALL STREET 





stor 
refl 
74 
2nc 
cas] 
con 
nev 
wal 
I 
wol 
For 
hav 
mel 
I 
the 
abl 
nev 
anc 
Dis 
ana 
(or 
the 
be | 
den 
con 
con 
figu 
den 
end 
all 
R 
45 
con 
its ¢ 
the 
full 
the 
ly c 
issu 
hol 
5% 
mol 
yiel 
abo 
stoc 
8/4 
of s 
C 
stoc 
mal 
issu 
pay 
aw 
curl 

















parent 
invest- 
00,000 
ort to 
public 
of the 
ridend 

stock 


ct, the 
| ‘sim- 
t have 
pitali- 
ECtive 
oreign 
lem is 
Share’s 
00,000 
Cuban 
It has 
3% ol 
t Owns 
mmon 


e been 
is pos 
ly dis 
1 plan 
ed in’ 
t cum- 
d, and 
ization 
€ 2030 
value. 
ct) the 
bonds 
market 
about 
mmon 


REET 


stock (3/7th share in the case of the $6 stock) presumably 
reflecting a settlement for the arrears (which amount to 
$74 on the $7 stock and $63 on the $6 preferred). The 
end preferred (heavily owned by Bond & Share) gets no 
cash or bonds, but only a half share of common; and the 
common is scaled down heavily, receiving only 1 share of 
new for every 50 shares of old stock outstanding. The 
warrants would be wiped out. 

It is estimated that the new common stock equity 
would represent more than $329,000,000 cash paid into 
Foreign Power’s treasury, of which Bond & Share will 
have furnished about 80% (after allowing for adjust- 
ments involved in the plan). 

How much will the new securities to be issued under 
the plan be worth in the open market? There will prob- 
ably be no “when issued” over-counter market in the 
new stock unless and until] the SEC approves the plan 
and it is ordered enforced (on SEC request) by a U.S. 
District Court. While there are several ways in which 
analysts can guess at the potential future market value 
(one method would be to double the present price of 
the second preferred) the safest of these would seem to 
be a consideration of potential share earnings and divi- 
dends. The Plan as published by the two companies 
contains pro-forma income statements—one for the parent 
company, the other on a consolidated system basis. These 
figures, which are partly estimated and not indepen- 
dently audited, present results for the twelve months 
ended September 30, 1944 with adjustments to reflect 
al] proposed transactions under the Plan. 

Based on the figures, the new common stock is earning 
$5.96 a share on a consolidated basis, and the parent 
company is actually “taking down” (cash received, less 
its own deductions) some $2.50 per share. Assuming that 
the present $2.50 estimated earnings per share can be 
fully disbursed in dividends, on what yield basis would 
the new stock sell? It is hard to find stocks which are fair- 
ly comparable, among dividend-paying holding company 
issues. American Gas & Electric, regarded as a “strong” 
holding company, is selling currently to yield only about 
514%; North American Company, which pays its com- 
mon stockholders in shares of Pacific Gas & Electric, 
yields about 7.35%; and American Light & Traction 
about 6.7%. Our casual guess is that Foreign Power 
stockholders might want a yield somewhere around 
814%, which would make the price in the neighborhood 
of go. 

On a consolidated earnings basis, such a price for the 
stock would be about nine times earnings. Here we can 
make a Statistical comparison with two similar foreign 
issues, one of which is controlled by the other. Neither 
pay dividends. American Cable & Radio, which controls 
a world-wide system of cables, is selling at about 12 times 
current earnings, which are estimated around $1. Inter- 








national Telephone, the parent company, is selling at 
about 15 times estimated 1944 earnings of $1.10. But 
both these companies are expected to benefit substantial- 
ly by the end of the war, which will mean the return of 
important properties now in enemy possession, or which 
have been subject to wartime handicaps. In the case of 
International Telephone, the company’s manufacturing 
facilities may be needed after the war to rehabilitate 
Furope’s broken-down communications system, particu- 
larly in Russia. Both these stocks seem to have more 
capital “leverage” than the new Foreign Power common 
would have, which tends to enhance the price-earnings 
ratio when prospects are favorable. 
































TABLE Ill—Earnings, Dividends and Price Range 
1. Sh Parent Co. Approx. 1944 
eng Share Earnings Dividends Paid Price Range 
1s? Pid. 2nd Pfd. 1stPfd. 2nd Pid. $7 1st Pid. 2nd Pid. $7 1st Pid. 2nd Pid. 
1944 (to date) 2200. secece eosese seccee ceveee 102-68 26-16 
1943 , yrs 70 $7.45 .30 $5.07 ..... - = 88- 7 
1942 7.89 .45 7.02 16 210 ...... 49-19 9-1% 
1941 6.76 07 3.89 D89 1.75 ...... 28-15 1 
1940 617 D.13 3.13 D1.14 1.40 ...... 28-11 7-2 
1939 5.39 D.39 2.72 DI.28 — weeeee wooee « 31-12 10-5 
1938 6.83 .09 2.58 D1.32 22.00 weeeee 25-13 13-5 
1937 7.11 .18 4.00 D.B5  ceseee sooeee 69-18 39-6 
1999 40.925 8.79 928.99 5.84 7.00 7.00 109-102 103-86 
D—Deficit. 
NOVEMBER 25, 1944 





TABLE II—Exchanges under Proposed Plan 


New New 
Cash Bonds Common 
1 share $7 preferred to receive. $20 $80 Y% share 
1 share $6 preferred to receive. 20 80 3 7 sh. 
1 share 2nd preferred to receive —_—- — 1/2 sh 
1 share Common stock to re- 
i 1/50 sh. 
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Warrants (to be cancelled).... 




















Foreign Power seems unlikely to benefit greatly by the 
immediate ending of the war. During the present con- 
flict, the U.S. Government has expended huge amounts 
in South America for the purchase of raw materials, as 
well as to stimulate the “good neighbor” program. On 
the other hand, regular commerce has suffered from the 
shipping shortage and priorities. It is difficult to say 
whether the gain in commerce after the war will offset 
the probable reduction in the flow of U.S. Government 
funds. 

Due to the huge Government stockpiles of materials 
accumulated for the war effort, there may be at least a 
temporary decline in the prices of basic commodities, if 
some part of these supplies is released. On balance it 
seems likely that there may be some let-down in South 
American activity—at least until private business gains 
momentum. Thus the stock market will probably ap- 
praise Foreign Power’s post-war prospects more conser- 
vatively than those of American Cable and International 
Telephone. 

In the past, one of Foreign Power’s major problems has 
been to get its money out of South America. Table III 
indicates that the company is currently “taking down” a 
much bigger percentage of system earnings than in the 
1930's. In 1943 parent company earnings were 86% of 
the consolidated earnings, while in 1938 they were only 
38%. Hence the question of post-war earnings for the 
parent company depends largely on exchange rates. Here 
again, much depends on whether the present flow of 
federal funds will be speedily replaced by commercial 
dollars. 

There has been some readjustment in the market 
prices of Foreign Power's securities since the plan was an- 
nounced. The bonds have declined several points, pre- 
sumably because of the increased amount to be outstand- 
ing. But on analysis, the position of the bondholders does 
not seem to be materially altered. Parent company debt 
has increased from $77,000,000 to $124,281,200, or about 
61%; but the increase in the system debt is from $126,- 
791,787 to $151,572,987, or only about 20%. There are 
tax savings due to the debt increases. Total system charges 
(net deductions from gross income ahead of parent com- 
pany preferred dividends) are earned about 1.7 times 
on the pro forma basis, com- (Please turn to page 215) 
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Tuer is no question but that deflation is ahead for 
aircraft manufacturers. No industry that has turned out 
21 billion dollars worth of products a year (the estimate 
for 1944 airplane output), or more than five times the 
best dollar volume of the automobile industry in peace- 
time, can expect to find civilian markets capable of ab- 
sorbing its turn-out at the wartime rate. Nevertheless, 
the fact that the Government has footed the bill for ex- 
panding the capacity to produce aircraft during the war 
should enable most companies to operate at a profit even 
at greatly reduced postwar levels of demand. 

In gauging the outlook for the aviation industry, the 
effects on output of cessation of hostilities in one theatre 
of operations, presumably the European, must be dis- 
tinguished from those following the capitulation of the 
enemy in the other theatre, presumably the Pacific. Gov- 
ernment estimates of the curtailment of military de- 
mands for planes upon V-E Day generally focus around 
40 percent of the recent rate of production. Output of 
naval planes is expected to be maintained at or near 
present peak levels, with such companies as Grumman 
Aircraft benefitting accordingly. The need for Army 
planes is conjectural, depending upon the number of 
planes available for transfer to the Pacific fronts. Reduc- 
tion in output from more than 8,000 to about 5,000 
planes a month, a reasonable expectation, does not 
necessarily mean as drastic a cut in the volume of pro- 
duction by weight, however, because of the greater em- 
phasis in the Japanese war on heavy long range bombers, 





American transport planes are the world's best 


——THE AIRCRAFTS 


Today and Tomorrow 


BY PHILLIP DOBBS 
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transports and fighters. Accompanying this curtailment 
will undoubtedly be an even greater shrinkage in sub- 
contracting operations so that airframe manufacturers 
will most likely concentrate most of the fabricating 
processes within their own shops. ; 

Thus, the ultimate decline in operations of the air- 
plane makers following V-E Day may not be very great. 
What is even more important, whatever decline in out- 
put and income that does ensue will most likely be paid 
for by the Treasury in the form of lower taxes, especially 
excess profits taxes. Net earnings after taxes of leading 
airframe manufacturers may not be much different after 
V-E Day (and prior to V-J Day) than before. | 

The ending of the war in two instalmerfts will provide 
another opportunity for airframe manufacturers to rea- 
lize further tax savings. By concentrating the reduced 
military output for the Japanese war in Government- 
owned plants and reconverting their own facilities to 
civilian products, airplane makers will be able to charge 
reconversion expenditures against income while they still 
have a large volume of business and earnings. Lower net 
income will then be taxable at lower rates, and further 
savings in taxes will result. Undoubtedly some such de- 
velopment will take place. 

With the final conclusion of the war, the outlook for 
aircraft company earnings will’ enter an entirely new 
phase. Prospects are that postwar demands for aircraft 
may not approximate more than five per cent of peak 
military requirements. At least, a cut of 95 per cent in 
current plane production is the figure 
that is being bandied about in the in- 
dustry. Add a huge war-end volume of 
surplus military and naval planes, a 
large part of which may be disposed of 
in the civilian market, to a shrunken 
domestic demand for planes and there 
is the amalgam for a seemingly dismal 
postwar future for the aircraft industry. 

But there are many mitigating fac- 
tors. Most important of all is that de- 
spite the enormous growth of the in- 
dustry to a pinnacle never reached in 
any other field at any time in American 
economic history, the leading airframe 
manufacturing companies have re- 
mained comparatively small concerns in 
point of fixed assets. Curtiss-Wright 
Corporation with its sales of almost 1.3 
billion dollars in 1943 reported only 
21.5 million dollars in wholly-owned 
plant and equipment. Sales of the cor- 
poration, in other words, were approxi- 
mately 60 times net property account. 
For Douglas and United Aircraft this 
ratio was 80 times and for Consoli- 
dated-Vultee 60 times. Compared to the 
U.S. Steel Corporation or General Mo- 
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iors, whose sales volumes are approximately equivalent 
iv those of the “Big-Four” in the aircraft field, airplane 
companies are small potatoes. - 

Because the Government has put up almost 3 billion 
dollars during the war for new aircraft facilities, which 
have been leased to the plane manufacturers or operated 
by them on a fixed-fee basis, and has furnished the com- 
panies with advance payments against delivery and with 
special kinds of inventories, the leading corporations in 
the industry have not expanded their own plant accounts 
to any appreciable extent, nor have they floated new 
issues in the capital market. By maintaining their pre- 
war size with regard to plant and equipment, the air- 
frame companies will have little in the way of readjust- 
ments to make to diminished postwar demands. 

At the same time, they will be in a better financial 
position than ever before to outlast a long period of 
low earnings. During the war, conservative dividend 
policies plus the setting up of large reserves for various 
contingencies out of swollen earnings have enabed the 
sharp expansion of net working capital of most of the 
companies. With speedy and equitable settlement of 
claims on terminated Government contracts and with 
adequate interim financing pending settlement of claims, 
a policy established by statute, the aircraft companies 
should be able to carry their enlarged working capital 
positions fairly intact into the postwar period. Addi- 
tional funds for reconversion will become available in 
the form of postwar tax refunds and the loss carryback 
provisions of the tax laws. Perhaps the best evidence of 
the favorable working capital positions of the aircraft 
companies are some of the announcements of postwat 
plans pointing to expansion into entirely new fields un- 
related to aircraft manufacture. Diversification with a 
view to earnings stability and future growth is of course 
the main underlying objective. 


What About Post-war Markets? 


Of the immediate postwar markets for aircraft, the air 
transport industry appears to be the most promising. 
The amazingly rapid development of air transportation 
has been held back somewhat by the war, what with the 
ait lines having furnished the armed services with per- 
sonnel and equipment. The war, on the other hand, 
has provided a stimulus to air travel. The saving in time 
made possible through the airplane has never been more 
truly appreciated than during the war. 

The war, too, through its stimulus to research has 
made significant contributions to the cause of air travel. 
The great development of blind flying by instrument and 
the use of radar in this connection should be of invalu- 
able aid in promoting the certainty of flight schedules 
in all kinds of weather. This should tend to overcome 
some of the sales resistance to air passenger travel that 
exists, and raise the proportion of air passenger traffic to 
Pullman traffic above the 14 per cent that has obtained 
in recent years. The need for speedier movement of spare 
parts, small production components and other items in 
connection with war production has given rise to a 
marked increase in air express and the carrying of air 
cargo, two aspects of the air transport business that had 
been neglected, and which now offer the greatest poten- 
tialities over the long run. 

That the airline companies have no intention of using 
many surplus Army or Navy planes in their operations 
is evident from the recent wave of awards of new con- 
tracts for transport planes placed by six airlines. Close to 
$150,000,000 in contracts have been signed or were in the 
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process of negotiation in the last two or three months. 
The lion’s share has gone to Douglas Aircraft which has 
received about $125,000,000 in contracts, with Curtiss- 
Wright reporting approximately $15,000,000. No specific 
delivery dates have been mentioned, except that delivery 
is to start as soon as the war permits. A contract for 16 
Curtiss Commandos, however, stipulated that deliveries 
are to begin in the summer of 1945. 
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Douglas Aircraft’s backlog of commercial orders un- 
doubtedly is the largest of any airframe company in the 
country, representing almost five times the 1939 sales 
figure. Earnings at the 1939 level of $4.81 a common 
share should easily be achieved in the first full year’s 
peacetime operations. No other company seems to have 
anything like the favorable postwar prospects of Doug- 
las which appears to have gotten the jump on such 
transport plane producers as Curtiss-Wright, Consoli- 
dated-Vultee, and Lockheed. 

Perhaps, the market with the greatest long run possi- 
bilities is that expected to develop from private flying, 
however. To realize these possibilities, a safe, fool-proof 
plane which is easy to operate and which can be pro- 
duced at low cost is needed. Experiments with helicop- 
ters and “autocars” which can be used as automobiles on 
the ground and can be stored in the family garage have 
been in progress. If successful, a long step will have been 
taken to develop another “automotive” industry out of 
the aircraft industry. The nucleus of a large market for 
personal plane flying exists in the more than 100,000 
licensed pilots together with the tens of thousands of 
Army and Navy flight personnel, all of whom will be 
desirous of operating if not owning planes during peace 
time. Coincident with the greater development of private 
flying of course will be the establishment of service sta- 
tions and flying strips in greater numbers. Both Bell Air- 
craft and United Aircraft have done extensive experi- 
mental work in helicopters. The Sikorsky division of 
United is in quantity production of helicopters for mili- 
tary use. This company, therefore, should be in a very 
favorable position to exploit the production and mar- 
keting of this type of plane. Among the other companies 
producing planes suitable for private use are Beech Air- 
craft and Consolidated-Vultee. Boeing is planning to en- 
ter the small plane field after the war. Competition 
from surplus trainer and other light planes made for the 
military may be expected in this field. 

Demand for military (including naval) planes, it can 
sefely be said, will fall off sharply upon the conclusion 
of the conflict. How far the Army and Navy policy will 
go toward maintaining a healthy aircraft industry as a 
matter of national defense is difficult to say at the present 
time. It would appear, however, that the Government 





will continue to aid the industry in the form of limited 

orders for new plane models and by financing experi- 
ments and technical developments, and at the same time 
maintain surplus aircraft facilities in stand-by condition 
to be used in event of another national emergency. In 
view of the possibilities of maintaining much larger 
peacetime military forces after this war and of the pos- 
sible commitments this country may make in connection 
with the establishment of a new international body to 
keep the peace, a comparatively large air force may be 
kept in existence during peace. Maintenance of a rela- 
tively heavy peacetime demand for military planes should 
help such companies as Bell, Grumman, North Ameri- 
can, and Republic. 


Good Export Prospects 


Export markets for American planes are expected to 
grow markedly in comparison with prewar. The demon- 
strations of caliber of the American planes on and be- 
hind the fighting fronts and over far flung air routes dur- 
ing the war can be counted upon to act as a powerful 
promotional factor. However, the disposal of surplus 
Army and Navy planes may be concentrated on overseas 
markets, reducing to some extent sales potentials of new 
planes abroad in the first few years after the war. A 
considerable portion of Douglas Aircraft’s orders for 
transports, however, have come from overseas companies. 
Many more volume orders appear in the offing, notably 
from Russia, England, France, the Netherlands and other 
countries, all even today show keen buying interest. 

In appraising the outlook for the aircraft industry, 
comparisons between wartime output and postwar pro- 
duction probabilities are confusing and apt to lead to un- 
warranted pessimism. A more appropriate basis of evalu- 
ation would be one relating the prewar demand for 
planes with the postwar prospects. On this basis, one can 
aftord to get optimistic, for in the postwar years output 
is likely to be far greater than it was in the prewar period. 
And without having expanded their plant accounts, most 
aircraft companies will be in a much stronger financial 
position than ever before. In contrast, during the years 
before the conflict, the position of many aircraft com- 
panies was precarious. Now, the industry's long-term 
prospects are decidedly promising. Given the clearance 
of technical hurdles, low priced, fool-proof planes and 
the development of the necessary services, such as addi- 
tional airports, flying fields, airstrips and service stations, 
the aviation industry bids fair to become another auto- 
mobile industry—in point of development potentials— 
with large scale mass production methods and markets. 


But that evolution is a long way off. Right now, it is 
commonly held that aircraft stocks are or have been over- 
sold. Price-to-earnings ratios of the common stocks of 
most companies are at unusually low multiples. Stock 
prices indicate that investors have taken a pessimistic 
view of the future of the industry. That view is justified 
over the shorter term, that is, the more immediate period 
after the war. It is probably less justified for some of the 
individual corporations such as Douglas, Curtiss-Wright, 
Consolidated-Vultee, and United Aircraft which are in 
line for sizable transport plane orders, both domestic 
and foreign. 


Are Aircrafts Still Undervalued? 


More recently, aircraft equities enjoyed considerable 
market strength, due largely to a revision of opinion as 
to the war’s duration, particularly that of the European 
phase. Prospects of a longer war assure continuation of 
high earnings for the bulk of the industry and conse. 
quently, the elements of doubt which have so far beset 
investor thinking as to aircraft equities have tended, 
temporarily at least, to fade into the background. Addi- 
tionally, news of sizable actual or impending orders for 
transport planes have served as an additional prop to 
share prices of aircraft companies which promise to be- 
come the principal beneficiaries of such demand. 

As a result, aircrafts today are no longer as cheap in 
price as they were a relatively short time ago though in 
terms of price-earnings ratios, none of them appears high 
and some remain almost ridiculously low. These latter, 
however, are the more radical speculations from the 
viewpoint of post-war prospects. such as companies en- 
gaged primarily in the manufacture of fighter planes 
which are bound to suffer a severe drop in output. 

Some of the better situated companies, from the stand- 
point of post-war potentials, no doubt have been some- 
what misappraised in times past with market prices re- 
flecting excessive pessimism. Some of this, perhaps much 
of it, has been made up by the recent flurry of strength 
and activity which despite subsequent profit taking 
produced some respectable net gains in market price. 
For the time being, it can be stated that price risk still 
is substantial but probably less than it was as prospects 
point to increased recognition marketwise of potentials 
for eventual growth of peace-time business. 

While none of the aircrafts deserves investment merit, 
future price performance of the stocks of better situated 
companies such as Douglas and United Aircraft should 
parallel, possibly exceed the course of the general aver- 
ages. 

















° ~Y . . * 
Sales, Earnings and Share Values o f Leading Aircraft Companies 
; Book Net Price Range Price Current 
Value per Share Earnings Dividend 
Sales Net Earnings er Current Ratio Rate 
000 millions Share Average Price 

Companies 1939 1943 1939 1943 1943 1936-39 1943 1943-44 
PU EOD sccecccscccssnys $ 3,302 72,622 D$2,238t 3,519 $456 D$0.15 $ 0.61 633- 34% CSS 8.2 $0.20 
Beech Aircraft. ......eeeeeeees 1,328 126,57 D 71 4,036 17.55 D 0.07 10.09 14%- 7% 13% 1.3 1.00 
OOS eee 450 232,13 2,46 30.42 0.15 6.25 04-9% 14% 2.3 1.00tT 
Boeing Airplane. ...........- » 11,847 493,188 D 3,284 4,483 33.15 D 1.14 4.14 214%-11% 1854 45 2.00 
Consolidated Vultee......... ae 3,603t 831,296 1,104t 0,814* 33.32 0.67 14.87 21%- 9%. 17% 141 2.00 
Curtiss-Wright.......+ soeceess 48,654 1,295,236 5,218 12,883 10.19§ 0.08 1.42 9%- 4% 1% 5.0 0.75 
Douglas Aircraft.........se000s 27,867 987,687 2,884 5,952* 99.25 3.05 9.92 34-44 69 6.9 5.00, 
Fairchild Engine and Aircraft.... 1,343 102,450 188 1,827 6.30 D 0.34 1.75 4-+-1% 4 23 
Gromman Aircraft & Engineering. 4,482 278,695 892 3,343 23.22 0.94 6.58  2934-10% 2934 45 1.50 
Lockheed Aircraft..........0++ 35,308 597,215 3,133 7,988* 47.23 $27 7.44 2532-1244 22% 3.0 2.00 
Martin (Glenn L.)..........0- 24,169 632,164 4,111 12,438* 43.01 2.02 11.15 24 -14% 2 1.9 3.00 
North American Aviation...... 27,609t 5091 40 7,088f 790 8.66 0.69 1.98 144%4- 1% 11% 5.7 1.00 
Republic Aviation..........++. 924 * D 5 3,025* 490 D096 3.08 6%- 2% 6% 2.0 0.25 
United Aircraft......... cccccee §=659,162 733,591 9,375 15,396 27.18 1.94 5.31 40 -244% 32% 6.2 3.00 

D—Deficit. | On Class A and common stock. 

*After special provision for contingencies and post-war adjustments. * Not reported, but probably in excess of $500,000,000. 

3 - wr items. tt In addition, a stock dividend of 10 per cent was paid in 1943, 

ecember 31. 
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POTENTIALS FORWESTERN RAILS 


—As Pacific War 


Intensifies 





By 
ROGER CARLESON 














Tue outlook for the western railroads at the present 
time indicates a continuation of heavy traffic and good 
earnings results for the period through 1945, at least, and 
very possibly for an extended length of time thereafter. 

Brig. Gen. A. F. McIntyre of the Army Transportation 
Corps in a radio address at the annual meeting of the 
National Association of Shippers Advisory Boards in 
October stated that Army trafhic for the war in the Pacific 
will be about double what it is now. At the same occa- 
sion, Rear Adm. Everett G. Morsell, district supply officer 
of the Ninth Naval District at Chicago, asserte@ that de- 
mands of the Navy for shipping facilities to the West 
Coast would not be delayed until V-E Day because in- 
creasing amounts of supplies will be needed as the Navy’s 
operations in the Pacific area grow in scope. 

In fact, it is believed that the volume of traffic will be 
so large that the Pacific ports will be unable to handle 
it all, and consequently, the government plans to use the 
Gulf ports as a supplement for shipments to the Pacific 
war theatre via the Panama Canal. With the Japanese 
conflict expected to last anywhere from one to two years, 
the western railroads appear assured of favorable operat- 
ing conditions for at least that far ahead. 

Freight traffic direction which previously has been pre- 
dominantly eastward will probably be predominantly 
westward until the end of the war in the Pacific. Through 
completion of Centralized Traffic Control on the heavy 
density segments of the Union Pacific, Western Pacific, 
and Southern Pacific, the western roads can handle 25% 
more traffic than measured by their recent volume. 
Gross revenues of the western roads will thus be relatively 
greater than those of the eastern and middle western 
roads, and a larger percentage of net available for fixed 
charges in all probability will be carried down to net 
income. Increased profits in 1945 for the western roads 
do not appear to depend so much on tax relief legislation 
nor on freight rate increases, although any constructive 
developments along these lines would materially enhance 
their near term earnings prospects. In any event, their 
vulnerability to a contraction in gross and net will be 
less pronounced than that of the eastern roads. The 
fact that reconversion will have been far advanced by 
the end of the Japanese conflict is also of importance, 
suggesting that the western roads should not suffer so 
much during the lag between war and peace. 

Recent market action of the rails has been encourag- 
ing, and their performance has been better than that of 
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the industrials. However, a comparison of the movements 
of seven of the more important western railroad stocks 
with those of seven comparable stocks representing roads 
operating in other sections of the country reveals a lack 
of recognition by investors of the better position of the 
former group. After the July high, the low was estab- 
lished on September 14th when the Dow Jones average 
of twenty railroads sold down to 38.58 and closed at 
38.71. Since then, the seven western roads have shown 
a gain of approximately 10.6% while the other seven 
roads advanced 11.3% and the Dow Jones average 9.7%. 
Thus both groups eclipsed the average, but for all prac- 
tical purposes it might be said there has been little mar- 
ket preference shown for one or the other. Actually the 
favored issues have been mostly those benefitted by de- 
velopments such as recent debt retirement and/or re- 
funding operations and prospective dividend increases. 
Over the near term it would seem logical to expect the 
market to begin discounting the more favorable outlook 
for the western roads. Investors and speculators in search 
of attractive railroad commitments hence will be inter- 
ested in the following discussion of the leading western 
railroad equities. 

ATCHISON, TOPEKA, AND SANTA FE-—Fixed 
charges of the Santa Fe, making allowance for retirement 
of $22 million of Transcontinental Short Line 4s recently 
called, will be approximately $9 million and will com- 
pare with $13 million as recently as 1933. The road has 
retired more than $80 million of debt since 1941. Its 
cash position is strong, and as of July gist of this year 
net working capital amounted to $47.5 million. The 
company also has a large investment account which in- 
cludes interests in oil, coal, real estate, lumber, mines 
and other businesses. On Dec 31, 1943 miscellaneous 
securities, investments in wholly-owned subsidiaries, and 
miscellaneous physical properties were carried at a total 
value of $68.2 million. 

Serving almost the entire southwestern part of the 
country, Santa Fe’s territory suffered in the go’s from 
severe drought. Certain areas served were rightfully desig- 
nated as “dust bowls.” Another adverse influence in 
these years were the A.A.A. policies of restricting agri- 
cultural output. Eliminating possible recurrence of 
droughts,—alleviated in part through development of 
irrigation projects—the longer term outlook for agricul- 
ture is much brighter than it was in the Thirties, and 
Santa Fe, primarily an agricultural road in the past, 











snuuld be a major beneficiary of such anticipated favor- 
able developments. 

With a conservative capital structure, with a growing 
territory, and with completely modernized equipment 
and an excellent roadbed the company should be in a 
position to maintain earnings at levels sufficient to assure 
continuance of the $6 annual dividend rate well into 
post-war years. Any decline in gross revenues and net 
operating income will be cushioned by the large excess 
profits taxes now being paid and by the carryback pro- 
visions of the 1942 Revenue Act. Estimated earnings of 
$17 a share for 1944 furnish wide coverage for the divi- 
dend which affords a yield of close to 9%. The stock 
may be regarded as a semi-investment and is an attrac- 
tive commitment. 

CHICAGO, MILWAUKEE, ST. PAUL—A study of 
the history of the St. Paul reveals that it has been in 
bankruptcy twice—due in large part to the financial drain 
resulting from losses on its costly western segment which 
extended its line to the Pacific Coast. This extension was 
built at the same time as the construction of the Panama 
Canal just before World War I. Unfortunately the Canal 
diverted profitable traffic originally planned for this 
extension, and as a result substantial deficits were suf- 
fered for over 20 years. At long last, war influences, simul- 


GREAT NORTHERN RAILWAY-This railroad 
company has performed a remarkable achievement in 
debt reduction. In 1936, through a refunding operation, 
$100 million of 7% bonds were converted into 4s, thereby 
lowering charges by $3 million annually. Additionally, 
increased earnings from sharply stepped up war-time 
traffic have been used to retire debt. Fixed charges have 
been shrunk down from $19.6 million (peak level) in 
1934 to $10.4 million; making due allowance for recent 
refunding, this amounts to a net reduction of 48%. 

In addition, a part of increased gross has been directed 
toward higher maintenance and other operating charges 
as well as improvements in road structures, road bed and 
terminal facilities. The company’s “dieselization” pro- 
gram is also nearing fruition through delivery of twelve 
of the eighteen Diesel locomotives ordered in 1942. 

The recent announcement of the call of $25 million 
convertible 4s Series G bonds, on January 1, 1945, at 
101 and the subsequent rise of the common stock to 
above 403%, the parity price for conversion at the call 
price, suggests possible conversion before January , 
1945, by holders of Series G bonds. The conversion 
privilege expires prior to 3 P.M. on January 2, 1945. 
Should all Series G bonds be converted, earnings on the 
common would still remain satisfactory. 














Statistical Position of Western Rails 
Reduction 
Fixed Charge in non- Indi- 
Gross Revenues Coverage uipment Net Per Share Price cated 
000 1936-39 Debt since 1936-39 Earn- Divi- Cur- 
1936-39 omitted)  aver- 19394  aver- Est. ings dend rent 1943-44 
Name average 1943 age 1943 (O00omitted) age 1943 1944 Ratio Rate Price Price Range 
Atchison, Topeka & Santa Fe.$160,575 $471,119 1.66 6.17 $ 75,380 $0.99 $21.11$18.50 3.6 $6.00 6634 717-443 
*Chicago, Milwaukee, St. Paul 105,779 224515 2.60 15.07 01,641 nil 15.30 68.00 1.8 — a14l4 a17%- 4% 
Great Northern............. 88,891 200,573 1.48 2.57 55,474 3.15 7.84 7.00 5.9 2.00 41 421;-21% 
Northern Pacific. ........06- 61,915 151,532 0.96 2.77 13,411 d0.23 10.29 650 2.4 1.00 1534 185,- 73% 
Southern Pacific............. 211,750 597,367 1.12 3.15 82,181 0.97 15.47 10.00 3.5 2.50 3014 3334-1534 
SIMON TMCING: 6500660000008 157,936 480,275 235 4.19 5,612 6.93 18.58 15.00 7.3 6.00110 11134-8014 
*In accordance with proposed I.C.C plan; not allowing for elimination of $182.9 million adjustment 5s 2000. 
#Figures as of 12/31/38. a Prices of Adj. 5s 2000. 
Making allowance for Capital Fund being credited against reserve for Maintenance of Way and Structures. 
c¢ On basis estimated 1944 earnings. Deficit. 














taneously with the telescoping of 20 years’ industrial 
development of the Northwest in g years, resulted in 
sufficient traffic density to put the operations of this 
segment into the black. 

The St. Paul is now undergoing an extremely drastic 
reorganization. Omitting from consideration the Capital 
Fund which will be credited to Maintenance of Way and 
Structures (a new account authorized by the I.C.C. in 
1943), fixed and contingency charges will be cut from 
$22.8 million to approximately $9.3 million. On this 
basis, pro forma earnings on the common stock for 1942 
and 19483 would have been $9.63 and $17.66 per share 
respectively. For a moderately active post-war year, 
earnings are estimated at around $3 per share. The road 
has large amounts of cash on hand ($116.7 million net 
working capital on July 31, 1944), and after consumma- 
tion of the reorganization plan, dividends on the common 
stock in modest amounts seem likely. The new equity 
issue will be speculative but as such has possibilities. 

Purchase of the new common of St. Paul may be ac- 
complished in two ways: Through the “when-issued” 
market where it is currently quoted around 17; and pref- 
erably through purchase of the Adjustment 5s of 2000, 
presently around 1414, on the New York Stock Exchange. 
Holders of these adjustment bonds will receive 10.92 
shares of new common stock for each $1000 bond. 
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Assuming full conversion, net income in 1937 would 
have been $5.34 per share against $6.29 actually reported; 
in 1938 $2.42 vs. $2.64; in 1940 $4.80 vs. $5.61; in 1942 
$10.67 vs. $12.95 and in 1943 $7.26 vs. $8.68. For 1944 
estimated per share results would be $6.59 vs. $7.84 on 
the same basis. Some dilution is inevitable but it is not 
too serious a factor provided conversion is effected on 
not too large a scale. It must be remembered that funds 
not used for call of the convertible bonds could be 
applied toward further debt reduction. 

Great Northern has been a consistent dividend payer 
and at one time ranked as a prime investment equity. 
For more than a 30 year period prior to 1930, the com- 
pany paid at least $5 per share in dividends, except in one 
instance, 1916, when it paid $3.50. Under depression 
influences, the stock: became a speculation—temporarily, 
it would seem, for with fixed charges reduced almost 
in half, the issue appears well on the way toward regain- 
ing its investment status. An increase in the dividend 
to $4 is a probability for 1945. Basic improvement in 
its territory, prospects of liberal income yield, and pos- 
sibilities of further price appreciation combine to recom- 
mend Great Northern preferred as an attractive pur- 
chase. 

NORTHERN PACIFIC—This railroad will benefit 
considerably from the mounting industrialization of 
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northwestern United States brought about by war influ- 
ences. ‘The territory previously has been mostly agri- 
cultural. With completion of the Bonneville and Grand 
Coulee projects and the impetus furnished by war re- 
quirements, heavy industry has been attracted to the dis- 
trict by the cheap electric power available there. An 
example of this development is the aluminum industry 
in the State of Washington which is likely to remain, as 
at present, complementary to the newly developed avia- 
tion industry in the Los Angeles area. 


Benefits From Burlington Holdings 


The company has retired little of ifs heavy debt in 
the past decade, although it has been buying some of its 
6% bonds in the open market. Fixed charges in 1934 
amounted to $14.3 million and now, ten years later 
they are still close to $14 million. However, cash posi- 
tion is strong, and net working capital on July gist 
amounted to $46.1 million. A point very much in its favor 
is the improved status of the Burlington, jointly owned 
with the Great Northern. The Burlington has reduced 
its fixed charges from $9.6 million in 1941 to approxi- 
mately $7 million at the present time. Coincidentally 
with this cut in fixed charges, war earnings have aver- 
aged about $16 per share, while dividends have been 
maintained at most conservative levels, $3 per share. 
The combination of high earnings and debt reduction 
ensures higher dividends on the Burlington stock. If 
Burlington were to increase its dividend to $5 per share, 
well within its financial resources now that refunding 
has been accomplished and its credit restored, it would 
mean almost $1.7 million additional income from the 
830,179 shares of Burlington owned by Northern Pacific 
or approximately $0.75 per share on Northern Pacific 
common stock. 

A series of good business years would accomplish much 
for Northern Pacific, especially because of the basic 
changes in its territory. The stock carries a large risk 
factor but has appcal as a low priced speculation. 

SOUTHERN PACIFIC—The large debt reductiogs 
undertaken by Southern Pacific in recent years marks 
the road as one of the major war beneficiaries. Fixed 
charges in 1934 were $31.7 million and by 1943 had been 
cut to $27.1 million. Currently, fixed charges are believed 
to be at the annual rate of $22.8 million. Despite the 
substantial retirement of senior capital, the road’s net 
current assets as of July 31, 1944 totaled $75.4 million. 
It is now in the process of refunding some of its 1949 
maturities, and over the next year or so may effect 
further refinancing to save over $3 million annually or 
equivalent to almost $1 per share. 

Developments other than capital structure adjust- 
ments are working in favor of Southern Pacific. The sale 
of the Morgan Steamship Line has eliminated an un- 
profitable subsidiary. It is probable that operations of 
the wholly-owned Southern Pacific of Mexico can now 
be brought to the break-even point as contrasted with 
sizable losses in the past. The controlled “Cotton Belt” 
(St. Louis & Southwestern R.R.) after reorganization will 
very likely be profitable and provide a sizable amount 
of “Other Income”. The Pacific Coast traction proper- 
ties may be transformed into a profitable subsidiary in 
the years following the war. To these prospects should 
be added the tremendous industrial growth of the Pacific 
Coast area, a substantial portion of which will be retained 
after peace, and it would seem that the outlook for 
Southern Pacific is highly promising. 

By the time the Japanese conflict is ended, Southern 
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Pacific’s fixed charges will probably be reduced to around 
$20 million or less, and ultimately earnings in the 
vicinity of $6 per share with a dividend rate of $4 per 
share are reasonable expectations. Among the western 
rails, Southern Pacific common stock appears to have 
relatively the best market potentialities. 

UNION PACIFIC—This conservative railroad system 
has retired virtually no debt in the past ten years. In 1934, 
fixed charges amounted to $14.5 million and in 1943 
they were $14.1 million. However, cash resources have 
been built up in preparation for its $100 million ma- 
turity (4% Land Grant bonds) in 1947. On July 31, 
1944 net working capital totalled $146.3 million. It is 
likely that the entire issue due in 1947 will be retired, 
thereby effecting a reduction in fixed charges of $4 
million or about $2 per share.on the common stock. 

Union Pacific enjoys the highest traffic density of all 
western roads and has the longest average haul of any 
of the Class I railroads. Other operating advantages 
are its high efficiency, importance of its routes in a 
growing territory, and the high scale of modernization 
achieved in the service it offers. In addition, its oil 
business has been developed to an important phase 
of the total business and probably contributes about 
one-third of net income applicable to the common stock. 
Its investment portfolio, valued at close to $100 million, 
is also an integral part of the company’s sources of 
earning power. 

Dividends have been paid without interruption for the 
last 45 years and at the rate of $6 per share annually 
since 1933. With its favorable earnings outlook and 
with the benefits that should eventually arise from 
reduced taxes, some analysts regard an ultimate dividend 
rate of $8 in post-war years as a fairly good possibility. 
Even today,“~Union Pacific common ranks as a high 
grade investment equity. 


Longer Term Outlook 


Marketwise, the rail group as a whole has already felt 
the impact of post-war thinking, spurred by recent de- 
clines in net earnings which were off nearly one-third in 
the first six months of the year. But the drop is from a 
high level. Notwithstanding increased wages and stiffer 
tax schedules, their war-time earning power remains im- 
pressive. 

Return to peace conditions will once more bring into 
play the competitive influences which over the past fif- 
teen years have made such heavy inroads into rail rev- 
enues; however, the sum total of available traffic prom- 
ises to be considerably greater than before the war, 
the competitive position relative to trucks and buses 
stronger. On the whole, in the immediate post-war years, 
railroad gross should run at least close to that of 1941, 
a fairly good year. 

Western railroads can be expected to benefit from a 
number of special factors, apart from the general out- 
look just cited. Industrialization of the Far West, under 
the impetus of enormous war production activity, has 
proceeded apace and a goodly part of the economic gain 
will no doubt be retained, though far from all. ‘This 
should make for greater over-all economic and business 
activity in that section of our country. Additionally, the 
Far West promises to become the springboard for greatly 
expanded trade with Eastern Asiatic countries and large 
tonnages of raw materials and manufactured goods can 
be expected to be moved over western railroads, coming 
from or going to Far Eastern countries. It should help 
importantly to sustain revenues at satisfactory levels. 
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Allied Stores versus 


Federated Department Stores 





A Comparative Analysis 





BY GEORGE W. MATHIS 


Mayr of the great chain store companies, such as 
Woolworth and Penney, started small and generated 
their own expansion over the years, with merchandising 
policy much the same for all stores. However, a faster 
way of creating large merchandising chains caught the 
fancy of promotion-minded groups—and investment 
bankers—in the optimistic late 1920’s. It was quite sim- 
ple. All you had to do was set up a holding company 
and, through exchange of stocks, bring a number of es- 
tablished and often quite disparate merchandising con- 
cerns under its centralized management. 

But two problems, one inevitable, were subsequently 
encountered: (1) in contrast to the older chains, the man- 
agers of these new “manufactured” chains had the far 
from easy job of either standardizing the operations of 
all stores or of working out a coordinated policy flexible 





One important difference to be emphasized is that 
Federated conttols a much smaller number of larger 
stores than does Allied, with much greater geographic 
concentration of sales. Federated holds controlling in- 
terest in just four large, well known department and 
specialty store companies. These are Abraham & Straus, 
the largest department store in Brooklyn; Bloomingdale 
Bros., one of the three largest Manhattan department 
stores; William Filene’s Sons, an outstanding specialty 
store located in Boston; and F. and R. Lazarus & Co, 
leading department store of Columbus, Ohio. Filene’s, 
in turn, owns all of the capital stock of the R. H. White 
Co., operating a department store in Boston; while 
Lazarus owns over gg per cent of the stock of the John 
Shillito Co., operating one of the oldest and largest 
department stores in Cincinnati. 








Joskes Department Store—one of the larger units in the Allied chain 


enough to permit decentralized, and in some respects 
largely autonomous, operation of controlled stores dif- 
fering substantially in character and (2) the chains 
formed by consolidation had been established only a 
short while before the Great Depression swept over this 
land. 

Two of the prime examples are Allied Stores, which 
was incorporated in 1928 under the name Hahn Depart- 
ment Stores and which assumed its present name after a 
recapitalization in 1935; and Federated Department 
Stores, which was incorporated in 1929. In view of their 
comparable origins, some similarity in operations and the 
roughly identical yields offered by their present com- 
mon dividends, this comparative analysis is offered for 
the consideration of investors. 
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In recent years approximately 21 per cent of Feder- 
ated’s consolidated sales were provided by Bloomingdale, 
20 per cent by Abraham & Straus, 32 per cent by Filene’s 
and its White subsidiary, and 27 per cent by Lazarus 
and its Shillito subsidiary. In other words, 41 per cent 
of sales are in New York City and 32 per cent in Boston, 
a total of 73 per cent in these two great cities where war- 
time inflation of business has been relatively less dy- 
namic than in many other areas and where post-war 
“growth” potentials for population and trade are some- 
what doubtful, especially in the case of Boston; leaving 
the remaining 27 per cent of volume divided, in un- 
reported portions, between the’two Ohio cities of Colum- 
bus and Cincinnati. 

A comparable geographic sales breakdown for Allied 
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Stores is not available. But it is apparent at a glance 
hat territorial coverage is far broader and more diverse, 
and that average sales per store are much smaller, since 
subsidiaries of Allied operate approximately 60 depart- 
ment stores, junior department stores and branch stores 
scattered rather widely over the country. Thus, con- 
solidated Allied sales of $203,718,739 for the most recent 
fiscal year averaged roughly $3,400,000 per store, though 
no doubt varying very widely among the stores; while 
sales of $155,331,203 for Federated averaged nearly $26,- 
900,000 per store for the six controlled units. In both 
cases all stores operate under their original, and mainly 
family, names. 

Allied has four stores in Massachusetts, of which two 
are in Boston, one each in Lowell and Malden; it has 
one each in Syracuse and Jamaica, N. Y.; ten in Pennsyl- 
vania with one each in the cities of Reading, Harrisburg, 
Wilkes-Barre, Pottsville, Greenburg, Connellsville, But- 
ler, Latrobe, Dubois and Indiana; one store in Seattle, 
Wash; one each in St. Paul and Minneapolis, Minn; one 
each in the three Ohio cities Cincinnati, Akron and Co- 
lumbus; one each in the Texas cities Dallas and San 
Antonio; one in Patterson, N. J.; one each in the three 
Michigan cities Grand Rapids, Jackson and Pontiac; 
while there are other single units in Baltimore, Md.; 
Waterloo, Iowa; Tampa, Fla.; Greensboro, N. C.; Lake 
Charles, La.; Lynchburg, Va.; Boise, Idaho; and Kansas 
City and Springfield, Mo. 

Quite a few of these, though far from all, are “war- 
boom” areas in which retail trade volume appears abnor- 
mally inflated, or perhaps we should say more inflated 
than the national average. Though Allied has acquired 
three additional stores since the pre-war year 1939 and 
has otherwise pressed an aggressive merchandising pol- 
icy, it is certain that the bulk of the gain in sales since 
1939—aprpoximately $100,000,000 or over g7 per cent 
has been due to war-time expansion of consumer pur- 
chasing power in the areas served. In contrast, sales 
gain for Federated for the same period was only a little 
over $53,000,000 or roughly 48 per cent. 

It is obvious that, on the whole, Federated serves the 
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more stable sales territory; and that in any transitional 
period slump in national income and consumer spending 
its sales would hold up relatively better than those of 
Allied. For that reason, other things being equal, its 
earnings would also hold up better in a slump period 
than those of Allied’s. But other things are not equal. 
As will be seen from the accompanying tabulation, both 
funded debt and preferred stock issues are substantially 
smaller for Federated than for Allied, while total charges 
ahead of the common are less than half as great. Thus, 
Allied is characterized by a much greater “leverage,” 
both in capitalization and in sales fluctuation, than Fed- 
erated. 

This has permitted a war-time improvement in earn- 
ings much more dynamic for Allied than for Federated. 
Comparing recent fiscal years with 1939 (see table), net 
income almost doubled and thus virtually kept pace 
with sales gain; while for Federated the comparable 
increment in profit was less than 17 per cent and thus 
far out of line with sales expansion of 48 per cent. 

Comparison of war-time trends of operating expenses 
is not feasible as Federated lumps together cost of goods 

sold with operating expenses, 





while Allied states these items 




















Statistical Comparison 
Allied Stores 
Sales $112,122,354 $203,718,739 
Ratio of Ap. Income to Sale: 4.34 11.0 
atio Net Inc. to we 3.06% -35% 
Sales Per Common Share..... RaseugRemeeresee $61.70 $112.86 
MEMUINCOING <5 cccdiuegtcinsesscocecsesieve wuee $3,435,585 $6,850,603 
Net Inc. per Common Shate.....+ssesseseeees 1.26 17 
Dividends (Total).......ssssescecceceeseres . $1,149,880 $2,392,435 
Divs. on Act. of Net Inc...... dactadetaunaes e 33.4% 34.9% 
Divs. Per Common Share.... oe $0.60 
Average Pre-War Net Per Sha (1935-39, 0.60 
Average Pre-War Div. Per Share......-+--+0+ (1935-39 0.04 
Capitelizations 
Funded Debt.........000 Kifawies seseees $20,732 713 $20,430,623 
EIEN 6 5106 Gace dicte-wears cre cee 228,901 219,031 
COMMISH UUMIEEC 6565 vbclc ede cciscdbuceece 1,817,153 1,804,882 
MEMMINEN. ca cicecccccatcscset basics 977,7 895,166 
fd. Div. Requirements........seseeeeeee 1,149,880 1,129,018 
Total Charges Ahead of Common..........- 2,127,672 2,024,184 
Balance Sheet Items.. ......++0.++ . (1/31/40) (1/31/44) 
Cash & Marketable Sec ee $15,091,730 
ORIEN as cacaace covececvececetne cus 28,055,174 
Receivables........s+00 Sevcccccsceecs .e 17,874,340 14,767,979 
TGtal CONGME AAGEONS so ccccicccicecscccecees 37,429,209 57,914,883 
Accounts Payable & Accruals..........0 6,399,870 12,226,705 
Reserve for Taxes.......essee0ee s6600e0 e 1,919,058 1204,460 
Other Current Liabilities...........0+. eee 1,792,581 415,922 
Tele COP CAR eccccccsccccccccscees 10,111,509 15,847,087 
Net Working Capital..........s0000. ooo 27,317,700 42,067,796 
Net Work. Cap. per Share*.........0s0008 None Available 
Book Value Per Share $9.48 $17.70 
Gul! Cssectescceccscccveccsscvece 37 3.6 
Deferred Liabilities.........cceeeeeeeeee 388,894 a 
Short: Term Debl...ccccccccccccccccccccs a — 
WIEN ds be Fb disidc cess ecccceueecasiciee 2,052,230 1,366,199 
Capltal..cccccccces Coccccccccccococccce 24,707,253 23,579,136 
MDMRacrescesceccacccoense seeouaeeses 15,419,150 29,900,913 
*A P| ai, prior blig ai 














1 
$110,114,135 $155,331,203 
4.95% 9.15% 


separately. Naturally, the larger 
the gain in sales, the larger the 
figure for cost of goods. Reflect- 
ing greater leverage both in sales 
and capitalization, Allied’s net 


Federated Department Stores 
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3.03% 2.51% : 
$119.55 $159.31 before taxes increased from §$2,- 
$3,340,224 $3,900,480 758,720 in 1939 to $19,550,000 
$1,236998 $1,065,446 for the past fiscal year or by over 
war $1588 600 per cent. For Federated De- 
(1935-39 251 partment Stores net before taxes 
(1935-39 1.45 


increased from $3,962,000 in 
$9,523 360 $12,789,897 1939 to $12,367,000, a gain of 
112, 1 


2,250 97:8 
920,898 974°699 about 212 per cent. 
439,805 618,308 In the most recent year, Allied 
ante ogo Stores accrued approximately 
1/31/ , Kd 
$auogu12 $13,244,319 $12,700,000 for Federal taxes, in 
11,896,669 18,284,408 clusive of excess profits tax of 
31,528,990 41,086,807 $9,724,000. For Federated the 
1493159 -1'893,504 figure was $7,866,000, inclusive 
Sd of excess profits tax of $5,704,000. 
26,054,144 33,270,318 It is interesting to note, there- 
$27.60 $33.08 fore, that Federal taxes approxt- 
5.7 5.2 mated 6.2 per cent of consoli- 
— = dated Allied sales, against only 
570665 1,256,914 ‘ : 
20,433,980 19597915 5.07 per cent of consolidated 
16,212,613 22,134,451 sales of Federated Department 








Stores. (Please turn to page 208) 
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Opportunities for Income and Appreciation 
in Bonds and Preferred Stocks 


BY JACKSON 


MARKET TRENDS: While the Dow-Jones averages for 
forty bonds in the past two weeks held steadily and 
showed a gain of .22, there was more activity on the up- 
side in the more speculative rail issues. The averages for 
second grade railroad bonds increased 1.17 and those for 
defaulted railroads 1.23. Tax exempt municipal bonds 
were firm in more active dealings but the Dow-Jones 
yield index of 20 representative state and city issues con- 
tinued unchanged at 1.82%. 

Philadelphia & Reading 5s, 1973, reached a new high 
of 74, while Delaware & Hudson 4s 1963 lost more than 
a point. New York Central issues improved and ranked 
among the most active spots. Greek 6s of 1968 gained two 
points. Peruvians were slightly better but Denmark 6s 
were off about a point. Buenos Aires bonds improved 
generally. 


WORTHINGTON PUMP & MACHINERY CORP. $4.50 
PRIOR PREFERRED: This company is one of the lead- 
ing domestic manufacturers of heavy machinery and 
equipment, including pumps of all kinds, steam, gas and 
Diesel engines, compressors, refrigerating, ice making 
and air conditioning equipment. Business was originally 
started in 1845. 

Arrears were cleared on the new issues of prior pre- 
ferred stock in 1941. The prior preferred is callable at 
$105 and ranks the same as the convertible prior pre- 
ferred which is convertible share for share into common, 
and callable at $100. At present, the conversion feature 
has no tangible value but may have eventually. For this 
reason, it usually sells several points above the prior pre- 
ferred. 

Net sales in 1943 amounted to $143,800,000. The com- 
pany earned on the combined prior preferred issues, 
520.79 in 1943, $16.16 in 1942 and $21.31 in 1941 and 
$17.10 in 1940. Average for last four years, $18.84 or 4.18 
times prior preferred dividend requirements. 

Latest balance sheet as of December 31, 1943, after de- 
ducting total funded debt of $3,058,913 and total current 
liabilities, showed net current assets, alone, of $18,461,- 
000, equivalent to about $130 per share on the combined 
prior preferred shares. Total assets were $89,700,000 and 
cash items $26,700,000. The prior preferred has had a 
price range this year of: High 8214, low 4734, and the 
convertible prior preferred: High 84, low 49. 

The company recently received an order from Holland 
for 200 pumps, to drain out the water let in through 
war-damaged dikes. 

The company’s post-war prospects are good; it has no 
reconversion problems and the large domestic and for- 
eign demand indicates that sales will exceed pre-war 
volumes. While the prior preferreds have advanced con- 
siderably this year, in view of strong net current asset 
position, good earnings and liberal income yield of about 
5-4%, they should eventually sell higher. 


NEHI CORPORATION: This company will redeem 3,800 


shares of its first preferred stock on January 1, 1945, at 
$86 a share. Record was taken November 15 of holders 
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ot the stock for the purpose of drawing shares for re 
demption. 


BUTLER BROTHERS: This is a national distributor of 
general merchandise. Shareholders will vote on December 
&, to authorize 150,000 shares of $100 par value cumula- 
tive preferred stock which will be issuable in series. If 
approved, the company expected to issue about January 
ist 100,000 shares or $10,000,000 of its new preferred 
stock with a dividend rate of 414%. Part of the funds 
will be used to retire $8,127,360 of the 5% convertible 
preferred stock now outstanding. 


HACKENSACK WATER COMPANY: Directors of this 
company on November ist approved the redemption of 
its outstanding 7% cumulative preferred stock, par value 
$25 on March go, 1945. However, in order to permit 
holders of this issue to retain their investment, a special 
meeting of stockholders is to be called to vote on a new 
414% cumulative preferred issue which the company will 
offer in exchange on a share for share basis. All stock not 
exchanged will be redeemed at $26 a share. On October 
14th, this year, the writer called attention to the $1.75 
preferred stock which was selling above the call price of 
926 and stressed the possibility of capital loss and income 
if purchases were made above redemption price. Price 
range this year has been: High 38, low 2714. 


DENVER & RIO GRANDE WESTERN R.R.: Federal 
Judge J. Foster Symes has confirmed, over the objection 
of the general mortgage bondholders, the reorganization 
plan of this railroad, as previously approved by the I.C.C. 


NATIONAL REFINING COMPANY OF CLEVELAND, 
OHIO; ‘This company has called for redemption on De- 
cember 1, at $131 per share, all of its outstanding $6 
prior preferred stock. The redemption price includes $26 
of accrued unpaid dividends. 


TWIN CITY RAPID TRANSIT: Company has called for 
redemption on December 1 all of the Twin City Rapid 
Transit Co. 1st lien and re- (Please turn to page 216) 
































RECENT CALLS FOR REDEMPTION 
Amount Call Redemption 

Bonds Called Price ate 
Cleveland & Pittsburgh R.R. 4¢s"B" 1981.. Entire issue 10735 Jen. 1 
Consolidated Ges Utilities Deb. 5s 1951.... Entire issue 10235 Nov. 28 
Crane Co. S.F. ture 2448 1950....... ,000, 102 Dec. 20 
Glen Alden Coal Co. 1s? 4s 1965......... Entire issue 100 Dec. 1 
Hamilton By-Product Coke Ovens 5s 1955.. Entire issue 102 Dec. 1 
Memphis, Tenn. Electric Plant Bonds due 

DP SUMMED leds gee vanities ie ccsicsc 6 oe Entire issue 103 Dec. 1 
National Dairy Products Deb. 3448 1960... $ 000 10414 Dec. 1 
National Dairy Products Ser. Debs. 1949-50 Entire issue various Dec. 1 
Philadelphia Electric 1st 314s 1967........ Entire issue Dec. 1 
Pittsburgh Steel Co. 1st 41s 1950......... 124,000 102}4 Dec. 1 
Pittsburgh Steel Co. 1st 'C"* 414s 1950..... 131,000 100 Dec. 1 
Puget Sound Pr. & Lt. 189 4143 1979....... 525,000 104); Dec.1 
Southeastern Assoc. Tel. 1st *A' 324s 1970 Entire issue 105 Dec. 4 
Twin City Rapid Transit 1st *A'’ 54431952. Entire issue 102 Dec. 1 
Western N.Y. Utilities 1st 5s 1946......... Entire issue 100 Dec. 1 
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.What Dividends Can You- 
Look For? 





(Continued from page 173) 


stock dividend in 1921. General 
Motors in 1920 split the outstanding 
common stock ten to one. There 
are many such examples. 

True, corporate earnings received 
a jolt in 1921 but cash dividends in 
almost all cases continued un- 
changed; some were even increased, 


announced decreases. 

How far this precedent might be 
applied to the coming post-war pe- 
riod is a moot question in the light 
of existing facts, industrial, financial 
and political, and existing impon- 
derables. Basic disparities of great 
importance immediately present 
themselves when comparing condi- 
tions after the first world war with 
those likely to face industry after the 
present conflict. There are also simi- 
larities. In either war period, cor- 
porate financial resources expanded 
markedly; between 1940 and 1943, 
the aggregate increment in corporate 
savings amounted to over $15, billion. 

However, in the forthcoming tran- 
sitional and post-war period, a good 
many companies face substantial 
capital expenditures—for reconver- 
sion, to catch up with deferred 
maintenance, for post-war expansion. 
Moreover, working capital needs es- 
pecially in consumer goods industries 
will probably exceed present war- 
time requirements. Post-war taxes, 
too, constitute a dubious factor as 
does the general etonomic environ- 
ment, domestic and world-wide. All 
these elements, after the first world 
war, were far less incisive than they 
promise to be in the months and 
years ahead. Broadly speaking, their 
aggregate significance, as viewed by 
corporate managements, should de- 
termine future dividend _ policy. 
They, together with the experience 
after the first world war, should pro- 
vide ground for research among in- 
dividual companies, taking into con- 
sideration the special problems (if 
any) confronting them or the indus- 
tries they are a part of. 

A question of paramount impor- 
tance is the tax problem. More par- 
ticularly, will taxes be revised down- 
ward with sufficient speed after VE- 
Day to prevent a lag between the de- 
cline in gross corporate income and 
tax relaxation? Or will there be a 
lag sufficiently long to affect mate- 
rially the financial position of cor- 
porations? The question, unfortu- 
nately, cannot be answered today 
though tax revision is presently very 
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only few representative companies: 


much in the foreground of thinking 
and debate on all sides. 

However, there is this to consider. 
Despite the weight of present-day 
taxes and the problem just referred 
to, a great many companies will re- 
turn to peace-time activities in an 
improved position as regards re- 
sources and working capital. Un- 
less these seem very definitely and 
seriously threatened, many will be 
able and ready to continue dividends 
unchanged, at least for some time, 
even though they may not be earned 
in full. This should be true espe- 
cially of seasoned concerns and those 
with relatively small capital outlays 
ahead. Much of course will depend 
on the management’s confidence in 
a future and adequate lessening of 
the tax burden. If the latter is rea- 
sonably assured, most companies, 
financially able, conceivably will pre- 
fer to maintain dividends even if the 
reconversion road is rocky and gen- 
eral conditions, for a time, somewhat 
unstable. Where expansion trends 
are strong, such as in typical growth 
fields or in the case of companies 
striving for greater diversification 
and requiring relatively greater cap- 
ital expenditures, dividend policies 
may be far more subject to revision. 





Stock Dividends 
Ahead? 





While well heeled corporations 
with greatly expanded earning power 
may eventually want to capitalize 
their surplus resources, there seems, 
however, far less reason to expect a 
wave of stock dividends comparable 
to that of the early Twenties. Its 
extent would appear to depend on 
how successful we shall be in estab- 
lishing the broader post-war econ- 
omy currently projected, in other 
words on the outlook for future pros- 
perity. 

By and large, the post-war divi- 
dend outlook must remain a matter 
of individual analysis. Precedent 
alone can hardly provide a basis for 
calculation without allowance for 
other important elements, among 
them war-time dividend policy of in- 
dividual managements and its likely 
bearing on post-war decisions. Here, 
the appended tables should be en- 
lightening. They spotlight the nu- 
merous and often very considerable 
variations, both between 1942 and 
1943, and between 1942 and pre-war 
in the case of selected industry 
groups. 

Variations are pronounced in the 
automobile industry which as a 
group in 1942 paid out 62% of net 


earnings against the pre-war long- 


term average of 78%. The indus- 
try as a whole thus pursued conserva- 
tive policies. General Motors in 
particular, both in 1942 and 1943, 
failed to equal the pre-war ratio of 
disbursements. Chrysler, on the oth- 
er hand, in 1942 paid out 98% of 
earnings but in the ensuing year cut 
payments to 56%, considerably less 
than the group ratio. Chrysler of 
course has always paid liberal divi- 
dends; deviation from this policy in 
1943 deserves attention as indicative 
of management’s recognition of post- 
war demands for funds and how it 
intends to cope with that demand. 
The same is at the bottom of Gen- 
eral Motors policy. Thanks to their 
conservatism, the corporation will 
be able to finance reconversion with- 
out much borrowing, which in turn 
should point to liberal post-war divi- 
dends once the replacement boom 1s 
in full swing. 

There is, without question, a defi- 
nite relationship between war-time 
dividend policy and post-war divi 
dends though numerous other fac- 
tors enter in determining the latter. 
It is in this sense, then, that the ratios 
listed in our table must be weighed. 
In part at least, they should hold a 
clue as to whether the investors 
war-time “sacrifice” in dividends will 
mean a permanent loss. 

The oil industry as a group like- 
wise followed a conservative policy 
with a goodly portion of net plowed 
back into the business, though there 
were the usual exceptions such as 
Standard Oil of California which 
paid out 67% and 72% respectively 
in 1942 and 1943, versus a group ra- 
tio of about 59%. Much the same 
applies to the rubber and tire indus- 
try where retained earnings average 
as much as 60%, an unusually high 
ratio. These were partly used to 
finance plant expansion but a good- 
ly slice went into surplus. In the ab- 
sence of a serious reconversion prob- 
lem, transitional expenditures should 
be small and the oil industry there- 
fore should hold relatively greater 
promise of post-war dividend sta- 
bility, and increased payments, than 
most manufacturing industries. The 
tax factor however will be important. 

For obvious reasons the building 
industry held dividend  disburse- 
ments below the pre-war ratio 
though more was paid in 1943 than 
in 1942, percentagewise, reflecting 
maintenance of regular payments In 
the face of moderately lower net 
earnings. Post-war trends should be 
upwards. 

Chemical companies, as a group, 
paid rather more, percentagewise, 
than before the war but ratios vary 

(Please turn to page 210) 
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Reaction 


Up to this writing the broad aver- 
age has come down only modestly. 
However, quite a few stocks were 
easing persistently, even though 
somewhat unobtrusively, for some 
time before the recent general soft- 
ness developed. With the latter now 
added to the price record, investors 
in many instances are surprised to 
note that former favorites have come 
down quite substantially from their 
recovery highs. The farm equipment 
stocks are an example, with the fol- 
lowing percentage declines from 
highs: Case, 10.9; Deere, 12.8; In- 
ternational Harvester, 8.5; Minneap- 
olis Moline, 17.5; Oliver 17. This 
represents a cancellation of the fol- 
lowing proportions of total advance 
from 1944 low to 1944 high; Case, 
70 per cent; Deere, 62 per cent; 
Harvester, 48 per cent; Minneapolis 
Moline, 54 per cent. Thoughts of 
longer war, delaying the industry’s 
return to full.civilian production, 
may account for poorer than aver- 
age resistance of these stocks—but 
they had been much over-bulled 
anyway. 


Support 


On a recent day of gloomy retreat 
in the market the following issues 
made new recovery highs: Beatrice 
Creamery, Brown Shoe, Columbia 
Broadcasting, W. T. Grant, Kresge, 
Kroger Grocery, Scott Paper and 
Swift & Co. There were several 
others, more speculative, which we 
leave out of this item. The stocks 
here listed are all of good invest- 
ment status. They are likely to hold 
relatively well in any further market 
set-back, as will most stocks that 
combine solid value with reasonably 
good yield. This department has 
been, and remains, particularly par- 
tial to Beatrice Creamery and Co- 
lumbia Broadcasting. 


Finance Company Stocks 


In comparison with 1937 highs, the 
installment finance stocks did not 
have a recovery since the spring of 
1942 nearly as great as in automo- 
bile shares. In ratio to average pre- 
war earnings and dividends, they 
have been priced persistently cheaper 
than the motors, yet their post-war 





STOCKS RECENTLY STRONGER 
THAN MARKET AVERAGE 


Gimbe!l Bros. 
Household Fin. 
Kroger Gro. 


Beatrice Cream. 
Burling. Mills 
Brown Shoe 


Grant, W. T. Kaufmann Dept. 
City Stores Smith, A. O. 
Kresge Northwest Tel. 
Col. B'deast. Gen. Real. & U. 
Firestone Scott Paper 
Dresser Ind. Swift & Co. 
Evans Prod. Bayuk Cig. 


Bendix Avia. 
Emerson Elec. 


Gen. Electric 
McK. & Robbins 











fortunes are tied up closely with 
those of the automobile business. In 
recent weeks the finance company 
stocks have been much weaker than 
the general average. Commercial 
Credit and C. I. T. are both nearer 
the year’s lows than highs. The 
reason for the divergence is increased 
uncertainly over post-war __ profit 
prospects, having in mind bank com- 
petition in consumer credit and 
probably lower financing charges. 
Apprehension may or may not prove 
well-founded. For that matter, 
profit margins in the auto indus- 
tty are not guaranteed either and 
the makers must contend with the 
strongest CIO union—one that is 
not in the habit of going long with- 
out saying, “Gimme some more.” 


Earnings 


The great bulk of the earnings 
reports for the 9 months ended Sep- 
tember go have now come in. A 





National City Bank tabulation of 
goc industrial companies shows 2 
gain of 6 per cent over a year ago, 
Oils (13 companies) had the best 
results, with an aggregate gain of 
27 per cent. Excluding these, the 
other 287 companies reported an 
average increase of 2 per cent from 
a year ago. Results were quite 
mixed, 140 individual companies 
having increases, 160 having de. 
creases. Important groups with 
lower profits than a year ago include 
food products, textiles and apparel, 
iron and steel, and machinery. Just 
to prove that it can be done, despite 
the tax cushions, a sizable minority 
of companies had earnings 25 to 35 
per cent lower than in the prior year. 


Aircrafts 

The belated run-up in aircraft 
stocks in recent months produced 
some quite handsome trading profits, 
and has been exploited pretty exten- 
sively by various brokerage houses. 
This is an industry in which post-war 
prospects—like those for railroads— 
invite violent argument between 
bulls and bears. Two things are 
beyond argument: (1) the stocks 
were over-sold; (2) but they are 
not over-sold now and are not nearly 
as cheap as they were a while ago. 
Evidently, quite a few buyers have 
been content to grab profits and 
run. Most of these stocks sold off 
rather sharply on recent reaction. 


Wheeling Steel 


Wheeling Steel “acts” a lot better 
in the market than most steel issues 
and is believed to have more favor- 
able post-war potentials than the 
“heavy” steels. There is large lever- 
age in the capitalization. Given rea- 
souably good volume and eventual 
tax relief, post-war per share earn- 
ings might be quite handsome. It 
netted near $5 in pre-war 1936, sold 
at 65 in 1937 against 281% recently. 
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New "Rubber" 


General Electric Company has de- 
veloped a radically new type of syn- 
thetic rubber in which the “back- 
bone” of the molecule in silicon 
rather than carbon. The former, of 
course, is the chief component of 
sand and glass. “Silicones” are a 
fairly new chemical family created by 
so-called crossing of inorganic and 
organic substances. Silicone rubber 
is merely one member of this family. 
Others are regarded as having signifi- 
cant post-war possibilities. As rub- 
ber, the oustanding characteristic is 
ability to withstand extremely low 
or high temperatures. It is in various 
war uses now, two of which the War 
Department has permitted the com- 
pany to reveal. These are as a gasket 
in superchargers for B-2g bomber 
engines, and in supporting the lenses 
in huge Naval searchlights. Silicone 
rubber is low in tensile strength and 
hence could not be used presently for 
tires. It is believed possible that 
further research may make it possible 
to impart high tensile strength to it. 
While most people think of General 
Electric as only a maker of electrical 
equipment, its research has long in- 
cluded extensive work in chemicals, 
plastics and other synthetics. 


Gee Whiz 

Boeing Airplane Company recent- 
ly got an order for $1,000,000,000 
worth of B-29 super-bombers, the 
ship that is raising so much hair on 
Japanese heads. Boeing has hopes 
that a modified version of this plane 
will go places in the commercial 
transport field after the war. It has 
already’ been designed and named 
the “Stratocruiser.” It will be able to 
carry 100 passengers, have a top speed 
of 400 miles an hour and a cruising 
speed of 340 miles an hour. The 
cabin will be pressurized, permitting 
flight at levels up to 30,000 feet with 
entire comfort for pasengers. Flight 
range will be 3,500 miles. Chief dif- 
ferences from the present B-29 will be 
in engines and fuselage. The four 
motors will provide 14,000 horse- 
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power, against 8,800 for the Super- 
Fortress. Fuselage will be 12 feet 
longer, double-decked and with cubic 
content twice that of the B-29. The 
company believes this ship can carry 
passengers at a cost of about 1 cent 
per passenger mile. At that level, 
there would be plenty of air traffic. 


Heavy Trucks 


Calculating needs for equipment 
in war have always been subject to a 
wide possible margin of error. That 
is why the Army plays it safe by or- 
dering more than it believes will 
probably be needed. As a result some 
things reach excess supply, leading to 
war order cutbacks. On the other 
hand, some of the estimates that were 
thought to be “generous” have proved 
far too low. That has been true of 


large guns and ammunition for them,,. 


and also of heavy-duty military 
trucks. The truck makers particularly 
remain under relentless pressure to 
increase output, which has been ex- 
panded by 35 per cent in annual 
rate since June but is still not up to 
the revised schedule. Such trucks are 
mostly too heavy, or too expensive in 
operating costs, for post-war civilian 
uses. 


Streamliners 


Planning to put up a battle for 
post-war passenger business, Great 
Northern Railway has placed orders 
for five streamlined trains for its 
Chicago-Seattle run, at a cost of 
about $7,000,000. The locomotives 
will be Diesels, built by Electro-Mo- 
tive division of General Motors; and 
the cars will be built by Pullman- 
Standard. 


Speaking of Locomotives 


¢ It is reported that the War Pro- 
duction Board will probably soon 
authorize manufacture of about 
$100,000,000 of locomotives for 
France; and that the division of or- 
ders will be 40 per cent to American 
Locomotive; 40 per cent to Baldwin; 
and 20 per cent to Lima. Apparently 
all three can count on a heavy vol- 
ume of business for some time to 
come. But locomotive manufacture 
is not as concentrated as many in- 
vestors imagine. In its Diesel loco- 
motives, General Motors has in re- 
cent years become the most formid- 
able competitor that the older loco- 
motive builders ever had. And new 
things are stirring. An exciting pos- 
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sibility is a gas-turbine-driven loco- 
motive. Allis-Chalmers is working on 
it and so is Westinghouse Electric. 
Very likely others will be heard from. 
It will surprise some people to know 
that a few railroads build their own 
steam locomotives, at least some of 


them. Reading recently announced | 


that in its own shops it would soon 
start building twenty steam giants. 


Building 


Volume of construction for 1944 
is estimated by WPB at about $3.7 
billions or less than half that of 1943. 
New building in October amounted 
to $308 millions, 6 per cent under 
September and 40 per cent down 
from a year ago. For the same month 
private construction was $121 mil- 
lions, off 7 per cent from September 
and 12 per cent from a year ago. In 
many localities, the housing supply 
was never tighter than it is now; but 
initial relief will be provided more 
by the return of war-time tenants to 
where they came from than by re- 
vival of residential building. There* 
will be large deferred needs for 
homes and WPB will give building 
a full green light as early as possible 
because it is a potentially large em- 
ployer of labor. Still, for a variety of 
reasons, it will take many months for 
any semblance of a building boom 
to get in full swing. Even with time 
out for reconversion, for example, 
the auto industry is almost certain 
to hit peak output long before build- 
ing does. 


Liquor Drought Over 
There are more holidays from pro- 


duction of alcohol for war uses com- 
ing up for the whisky distillers; and 


not again will there be such tight 
conditions as prevailed in retail sup- 
ply earlier this year. It is also ex- 
pected that distilling companies will 
be permitted early in 1945 to channel 
an increased portion of their alcohol 
into non-beverage civilian uses such 
as in manufacture of cosmetics, plas- 
tics, paints, etc. The distilling com- 
panies will continue to report excel- 
lent earnings for some time to come; 
and the leading companies, now in- 
creasingly diversified, are believed to 
have generally satisfactory post-war 
prospects. For both reasons, these 
stocks continue to hold quite near 
their recovery highs. 


Car Orders 


The Association of American Rail- 
roads reports that the carriers have 
placed orders for 35,000 freight cars 
for 1945 delivery, and that orders for 
an additional 20,000 cars will be 
awarded in the near future. The in- 
dicated total of 55,000 cars next year 
will tax capacity of the car manu- 
facturers. 


Post-War Auto Demand 
At the end of this year only mod- 


estly more than 24,000,000 passenger 
automobiles will be registered in this 


-country, a decline of more than 5,- 


000,000 since the end of 1941, the last 
year of full production. The average 
car in use is now abnormally old 
and the scrappage rate must neces- 
sarily increase progressively during 
the remainder of the war. By the 
time production is resumed there 
may well be an accumulated demand 
for anywhere from 14,000,000 to 20,- 
000,000 cars, effective demand de- 
pending upon how much _ higher 
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post-war prices will be. In any event, 
it will be very large. The industry 
seems to be swinging away from the 
earlier idea of merely bringing out 
previous models in the first produc 
tion year and toward the objective of 
improving the new cars as much as 

ossible. A very good reason for this 
is the thought that there would be 
considerable buyer resistance to tak- 
ing previous models at sharply ad. 
vanced prices. So changes are likely 
to go beyond minor alterations in 
body design. 


Rayon Companies 


For g months ended September 30 
Celanese Corporation reported net 
of $2.13 per common share, against 
$1.79 for the comparable period of 
1943. Results for American Viscose 
were directly opposite. It reported 
only $1.73 for the nine months, com- 
pared with $2.43 for the same period 
last year. Sales were approximately 
$79.1 millions against $74.6 gain of 
$4.5 millions or about 6 per cent. 
Celanese sales were $76 millions 
against $70.3 millions a year ago, 
gain of $5.7 millions or about 8 per 
cent. The sharp dip in Viscose net 
was due partly to higher costs and 
resultant lower pre-tax earnings but 
in much larger degree was due to 
higher taxes. The change in the tax 
law applicable to 1944 income in- 
creased the excess profits tax rate 
from go to 95 per cent and reduced 
this company’s excess profits tax 
credit by about $1,200,000. It makes 
a big difference. Celanese appears to 
have the more interesting longer- 
term potentials because of its aggres- 
sive diversification in plastics and 
chemicals. 


‘ Company Briefs 


Aluminum Company of America 
expects to continue its Vancouver 
plant in operation after the war... . 
U. S. Steel shipments in the first ten 
months of this year set a new high 
record for the period at 17,639,435 
tons, an increase of 774,823 tons over 
1943 ten-month shipments. . . . West- 
ern Union states that its business in 
recent months has been running 
somewhat under year-ago levels. . 
United Light & Power Company 
plans to build a new $70,000,000 
natural gas pipe line from the Kansas 
and Oklahoma fields to Detroit and 
Milwaukee. . . . United Air Lines 
third quarter profit of $1.43 a share 
was almost double that of a year ago 
and at rate of well over $5 a year. 
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er 30 il labor shortage, overall volume of busi- 
ae 20 ae — ness activity in September was 3.6%, 
* of mamammmmammama Sryotl below year's peak against recession of 
Seal e rs af __f only 2.6% for munitions output. 
orted TOTAL LOANS* 
com- Pomme _ Sem eeee Memeem eee COMMODITIES — Prices sag under 
eriod COMMERCIAL LOANS veces see ee pressure of record harvests; but Gov- 
ig . JFMAMJJASOND vernment support will avert a slump. 
pete 1943 1944 Export subsidies and price support pro- 
onl gram to cost at least $2 billion a year. 
ago, 
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ym Business activity has sagged fractionally 
Pear: OMAR 


rate | during the past fortnight to a new low for the 
uced | year—4.7%, below the all time high touched in renee 
Pi mid-June; but 2.7% better than at this time BAAS. SRE 
“5 to | ast year. At 167.2% of the 1935-9 average, 
iger- | our business index for October was 0.9 point 
a under September; but 2.6% ahead of October, 
1943. On a per capita basis, the index sagged 
in October to 156.6% of the 1935-9 average, 
from 157.6 in September; but was 2.6 points 
ahead of October last year. 
rica * 2 2 
ee Munitions production in September was 
ten 11.7% less than for August, 2.6% under the 
igh } March peak; but 6.5% above September, 1943. 
Compared with the munitions production index, 
ost. | this publication's index of business activity 
in | for September was 3.6% below its all-time 
img | peak and only 1.4% above September last 
ny year, indicating that in its initial stage business 
00 | activity has been receding a little faster than 
54S | munitions production. This is because thus far 
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ce the slight recession in war output has not re- 
re | leased a proportionate amount of raw materials 
go (Please turn to the following page) 
ar. 


NOVEMBER 25, 1944 203 



















































































© 
Inflation Factors 
Latest Previous Pre- 
Wh.or Whor Year Pearl PRESENT POSITION AND OUTLOOK 
Date Month Month Ago —_— Harbor 
rest ree ag $b Nov. 8 185.6893 (Continued from page 203) 
m s 
ies leah —? ee 40.7 14.3 | and manpower. The drop in munitions output fol- 
lowing V-E day, however, will be more severe than 
EDERAL GROSS SEN—Cb Nov. 8 210.5 210.3 165.3 55.2 | the recession in overall business activity. 
* * * 
@ONEY SUPPLY—S$b 
Demand Deposits—i0! Cities..... Nov. 8 37.6 37.6 32.0 24.3 Prolongation of the European phase of the war 
erreney in Circulation................. Nov. 8 24.7 24.4 19.5 10.7 beyond earlier expectations has afforded time to 
improve plans for smoothing the industrial tran- 
‘ANK DEBITS—13-Week Avge. sition from war to peace and it begins to look as 
Mew York City—$b...000. f Nov. 8 5.36 5.35 4.96 3.92 | though the much dreaded post-war business 
100 Other Cities —$b..........sencceenn Nov. 8 731 7.29 7.56 5.57 | slump may turn out to be a dud. Cancellation of 
$20 billion in war contracts should not mean any- 
INCOME PAYMENTS—$b (cd) Sept. 13.66 12.61 12.45 8.11 | thing like that amount of net loss in overall pro- 
daiaries & Wages (cd). ............... Sept. 9.26 9.19 8.61 5.56] duction. Numerous private and government 
Interest & Dividends (cd)............ Sept. 1.28 0.48 0.98 0.55 | projects are ready to rush in and take up the 
son ny § Ineome (ag)... ey 1.95 1.69 1.93 120) tack 
aclud'g Govt. Payments ept. 2.01 1.74 1.99 1.28 ; ggg 
A new program for speedy settlement of con- 
aaieenvatrosierystaiiencenratae Sept. $2.3 632 53.0 50.4 tract termination problems has just been worked 
Agrieuttural Employment (obj __. Sept. 8.7 8.6 9.1 7.7 cointly by th aN Thus far d 
Employees, Manufacturin Ib, Sept. 15.8 16.0 17.1 13.6 out jointly by the Army an avy. us far dur- 
bmployees, Government tie Sept. 59 59 59 45 | ing the war contracts valued at $2! billion have 
SMEMPLOYMENT (cb) m Sept. 0.8 0.8 1.0 3.3 | already been cancelled; but these were more 
than offset by placement of additional orders for 
SACTORY EMPLOYMENT (Ib4) Sept. 156 158 170 141 other types of munitions. 
Durable Goods ooo......cecesessesssseene Sept. 209 213 230 168 
Nen-Durable Goods ..............000- Sept. 114 15 123 120 “TS 
ata AS 6m a ee ” wie = sad New construction in October totaled $308 
FACTORY EMPLOYMENT (1b4) million—6% below September and 40% under 
October, 1943. W. P. B. estimates this year's 
Weetly Mow eee Aug. 45.1 44.6 45.1 40.3 : 
Haul Weme feonts) oo. a 101.6 101.8 965 78.1 | total at around $3.7 billion, less than half the 
Weskly Wage {$) Aug. 45.85 45.43 43.52 32.79 | 1943 volume. 
2 2 8 
— oe (ie2) Nov. 4 104.0 103.9 102.9 92:2 September retail store sales were 8% above 
a ad 1. Sept. 139.3 139.1 134.8 116.1 last year in dollar total, compared with a nine- 
months’ gain of only 7% in value and 5% in 
COST OF LIVING (ib3) Aug. 126.3 126.1 123.4 110.2 | volume. Department store sales in the week 
Food selec ate hae a Aug. 137.7 137.4 137.2 113.1 | ended Nov. 4 were 8% above the like period 
ee serene Aug. 139.1 138.2 129.6 113.8 | last year, against increases of 15% for four weeks 
- sain capicsat a ia Aug. 108.0 108.0 = 108.0 107.8 | and 9% for the year to date. 
e228 
RETAIL TRADE . : 
Retall Stere Sales (ed) $b........... Sept. 5.90 5.64 5.46 4.72 Merchandise exports for nine months, exclusive 
Durable Goods oo... Sept. 0.82 0.83 0.82 1.141 of Lend-Lease (which constituted 80% of the 
Non-Durable Goods Sept. 5.08 4.81 4.64 3.58 | —— 2 billi F a 
Dep't. Store Sales (mrb) $b Sent. 0.54 0.46 0.47 0.40 total), were valued at $2.17 billion, against im- 
Chain Store Sales (ca)............... Sept. 187 200 179 151 ports of $2.87 billion. Since the huge volume of 
Lend-Lease exports (which amount to $8.65 bil- 
MANUFACTURERS’ lion in the first nine months of the current year) 
will probably never be paid for in cash, it is ap- 
ae PS) * llama Sept. 289 302 281 212 parent that the U. S. is building up a sizeable 
hie sd Sept. 409 455 421 265 term debit balance through its war-time excess 
Bt ng ee eee Sept. 212 204 191 178 
pments (ed3)—Tetal____ Sept. 270 271 261 * | imports. 
Durable Goods siesaisiaiie apt. 366 368 356 220 a? 
Nen-Durable Goods Sept. 195 194 186 155 
Hoping to double our post-war exports, 
RUSINESS INVENTORIES—Si compared with pre-war, the FHA thinks that with- 
bed of Month (ed)—Tetal — 27.8 278 78.4 28.7 in a month or $0, the list of more than 1,000 
a Sept. 172 173 177 15.2 products now subject to export quotas and licenses 
a ir eae Sept. 4.0 4.0 3.9 4.6 | may be cut to around 200, followed by an even 
, pele pew Sept. 6.6 6.5 6.8 Ta drasti I fter V-E d 
aie loo ae ae” Oe (oe Roe ee ee 





small list—including forest products, chemicals, 
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PRODUCTION AND TRANSPORTATION 

























































































Latest Previous Pre- 
a Wk. or Wk. or Year Pearl PRESENT POSITION AND OUTLOOK 
Date Month Month Ago —_— Harbor 
BUSINESS ACTIVITY—1—pc Nov. 4 166.6 166.8 152.0 141.8 ' ; 
SS Ce Se ee Nov. 4 155.8 156.4 161.1 146.5 | textiles and a few other consumer goods—will 
remain under control. 
INDUSTRIAL PRODUCTION (rb3) Sept. 231 232 244 174 
Durable Goods, Mffa..........ssccssssesees Sept. 344 348 368 215 “as 
ut fol 11] Non-Durable Goods, Mftecscccnn. Sept. 167, 1681794 
e than However shipping circles believe that they 
LOADINGS—#—Total Nov. 4 893 916 755 833 . 
Pee iene Nov. 4 412 419 3% 379 will lose most of their transatlantic passengers 
de. t. CL. Nov. 4 109 110 105 156 and mail after the war; but that U. S. flag ships 
Coal Nov. 4 171 177 43 » will gain in freight, with Federal assistance. They 
ia war Grain Nov. 4 55 56 56 say that prospective overseas tourists want to 
me 40 ELEC. POWER Output (K.w.H.)m Nov. 4 4,355 4358 4,414 3,269 travel by air or on huge foreign luxury liners, 
Svat SOFT COAL, Prod. (st) m Stee 4 12.0 122 31 10.8 and that speedy planes will carry all trans-ocean 
ah Geils tees ten, 8 Nov. 4 531 519 493 466 | letters. 
Stocks, End Mo Sept. 649 639 729 618 *e@ 
siness 
ion of || | PETROLEUM—(bbis.) m Great Britain's war cost for five years has ap- 
Crude Output, Dally............cccsssssee Nov. 4 4.72 4.74 4.39 4.11 proximated $80 billion, of which only 64% was 
1 any- eens <i ke Nov. 4 78.41 79.06 68.67 87.84 5 , x 
Seek Feel Ol Stacks Mev. 4 63.44 64.38 63.40 94.13 | borrowed. U. S. war expenditures, including Lend- 
P : aeten Oll Stocks Nov. 4 48.48 48.70 44.81 54.85] Lease, in the 4 1/3 years since mid-1940, totaled 
nineG $226 billion, of which 74% was borrowed. Over a 
p the || LUMBER, Prod. (bd. ft.) m fille a I I eeeliveragi se a 
—- 7 A (bd #3) b Oct. 41 4.0 42 12.6 | comparable period of time Great Britain's war ex- 
en ° she Lh wrnandeiaes penditures have averaged $360 per capita, per 
STEEL INGOT PROD. (st.) m Pa he ay? Tad, Tagg] 2mtUM, against $420 for the U. S. Eliminating 
Cumulative from Jan. I... = i ss Lend-Lease, and allowing f. i] i t 
con- , ; g for the circumstance 
othe ENGINEERING CONSTRUCTION a ‘es sed oa eas that we have been formally at war for a con- 
dur AWARDS (en) $m ade , ‘ : : siderably shorter period than Great Britain, our 
r dur: Nov. 9 1,548 1,539 2,780 5,692 
all Cumulative from Jan. U..........-s00 own average annual rate of war expenditures per 
ned MISCELLANEOUS capita has probably been a little less than that 
rs for Paperboard, New Orders (st)t........ Nov. 4 208 146 172 165 of our British cousins. Yet, despite the high cost 
Machine Tools, New Orders—$m Sept. 33.0 41.1 31.8 80.0 b ; P 
' ae oth countries are even now borrowing at around 
Portland Cement Prod. (bbls.)m.... Sept. 8.7 9.0 11.4 14.9 : 
Gosuinen Genes tik. Sept. 20.0 22.3 22.6 17.1 134%, compared with 41/44% near the end of 
* i Production (pairs) m-....... Sept. 4\.1 31.8 38.3 34.8 | World War I, 
$308 Hosiery Production (pairs)m............ Sept. 138 153 151 150 








—Aariculture Dept. b—Billions. ca—Chain Store Age, 1929-31—100. cbh—Census Bureau. ed—Commerce Dep't. ¢d2—Commerce 
under Dep't. pay 1939-100. cd3—Commerce Dep't., 1939—i00. cdlb—Commerce Dep't., (1935-9—100) using Labor Bureau & other data. 
year's en—Engineering News-Record. !—Seasonally adjusted index, 1935-9—100. Ib—Labor Bureau. Ib2—Labor Bureau, 1926-100. ib3—Labor 
f the Bureau, 1935-9—100. Ib4—Labor Bureau, 1939—100. m—Millions. mpt—At Mills, Publishers & in Transit. mrb—M. W. S., using F. R. B. 

data. np—Without compensation for population growth. pe—per capita basis. rb2—Federal Reserve Board, adjusted index (end Mo.) 
1935.9—100. rb3—Federal Reserve Board, adjusted index, 1935-9—100. st—Short tons. t—Thousands. tf—Treasury & R. F. C. 
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bove 
nine- Naot —————-1944 Indexes (Nov. 14, 1936, Cl_—100) High Low Nov. II Nov. 18 
% in|] Issues (1925 Close—100) High Low Nov. II Nov. 18 | 100 HIGH PRICED STOCKS. 72.23 62.77 71.24 ~—-69.20 
week 283 COMBINED AVERAGE ...... 100.7 79.5 99.1 95.4 100 LOW PRICED STOCKS...... 107.89 75.33 104.48 99.46 
eriod 4 Agricultural Implements ... 178.9 148.6 164.3 159.1 6 Investment Trusts 42.7 34.0 40.9 39.4 
veeks 9 Aircraft (1927 Cl—100) ... 163.2 118.5 =—-163.2A_—150.9 3 Liquor 1927 Cl—100) ..... 365.4 291.4 362.1 353.5 
5 Air Lines (1934 Cl.—100)..... 543.2 421.9 540.5 514.7 8 Machinery 132.1 105.2 132.1F 125.8 
5 Amus Wn eee: 82.2 68.2 75.3 76.8 2 Mail Order .... 100.3 82.5 100.0 98.4 
13 Automobile Accessories -..... 183.9 119.0 175.2 166.2 3 Meat Packing 70.4 55.5 65.3 64.7 
usive bo Autemobiles: <n 34.3 17.6 32.9 31.1 11 Metals, non-Ferrous _.......... 150.4 116.4 135.5 131.6 
the 3 Baking (1926 Cl—100) ..... 15.0 12.9 14.1 13.7 3 Paper . 18.4 12.9 18.3 17.8 
im- 3 Business Machines ........----..-- 218.6 171.9 216.3 207.4 Ee MOREOLOGS ok Se 143.5 121.3 133.4 129.3 
e of 2 Bus Lines (1926 Cl.—100).. 125.2 101.9 119.0 115.6 | 19 Public Utilities 59.9 48.7 55.4 53.4 
bil- “ihe * hal aD 197.6 176.0 194.2 182.2 4 Radio (1927 Cl—100) __.. 31.1 21.5 27.9 26.0 
ear) 4Co incais rp al: eh EN 78.3 57.1 70.4 66.7 7 Railroad Equipment _.......... 65.9 51.5 65.9G 63.0 
| ap- 12 Construction _.......---e-0------- 43.0 33.1 41.3 39.7 OG) Rallkcude. ne 20.7 14.1 19.3 18.7 
able RAGontahate: et ee E 220.1 272.5 262.4 2 Shipbuilding 91.8 70.3 90.9 88.8 
(cess 8 Copper & Brass .... 62.5 70.3 68.1 3 sone Deinke 2 391.0 305.2 382.4 378.9 
2 Dairy Products ...................-- ; 38.6 47.6 474 12 Steel & fron... 82.7 65.7 77.9 75.8 
6 Department Stores _............ 39.1 28.2 38.9 38.2 3 Sugar Se 54.1 41.7 54.19 52.0 
rts, 5 Drugs & Toilet Articles........ 113.3 81.0 107.0 103.4 2 Sulphur . 782 160.7. 172.3 169.0 
vith- 2 Finance Companies 248.9 216.1 227.4 219.2 Cl CCC eee 57.6 48.0 52.2 51.4 
000 a a 141.7 123.1 135.1 132.9 3 Tires & Rubber 33.9 25.4 32.0 30.9 
ashi Oi RaadeSiardes 2. 4 hots: 55.0 46.5 54.4 55.0D , 4 Tobacco 74.2 60.2 69.9 68.3 
me 4 Furniture 83.1 56.4 75.7 72.9 2 Variety Stores: 259.3 219.7 = 259.3G 257.9 
oe 3 Gold Mining ................ 1075.2 879.8 937.3 909.9 21 Unclassified (1943 Cl—i00) 131.4 98.7 1305 124.2 








sals, New HIGH since: A—1943; D—1940; F—1938; G—1937; Q—1929. 
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Trend of Commodities i 


rape gt prices have yielded a little since our last 
issue under the pressure of record harvests; but Govern- 
ment support will bring rallies from time to time and 
avert the slump that would otherwise be inevitable under 
free play of supply and demand. Owing to expectations 
of continued heavy military demand and expanding de- 
mands for food to supply relief needs abroad, the WFA 
plans to ask that 363 million acres be planted next year, 
or 4 million more than this year. Sugar beet farmers will 
be asked to boost this year's 646,000 acres by 50% next 
year. It is noteworthy that all-time record crops have been 
serena this year despite a 15.7% decline in farm popu- 
ation during the past four years and a shortage of farm 
equipment. High prices, as usual, have proved their 













Sele 
efficacy as a stimulant. Congress will probably be asked 
shortly to appropriate $2 billion for the CCC to finance 
price support and export subsidies for farm produch— — 
Domestic ceiling prices on wheat will be lifted 2c to 4 (C 
before the year end. Based upon present differentia a 

tials, 


between domestic and foreign prices, export subsidie 
would be around 34c a bushel on wheat and 4c a pound ative 
for cotton. Rye futures broke sharply recently on newp%se™Mer 
that the WB will no longer require distillers to use at leap t@!™né 
10°% of rye. They may now use any grain except comfiitiona 
Defense Suppliers Corp.'s reserves of foreign wool havg J th 
shrunk 50% since February through military takings andj ?2!¢S; 
public auctions. Bacon supply for civilians will be less thig YS 


winter than last. old c 
their Ff 
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U. S. DEPARTMENT OF LABOR INDEX OF 28 BASIC COMMODITIES 
Spot Market Prices — August, 1939, equals 100 
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28 Basic Commodities ........ 182.8 183.3 183.1 181.7 180.8 177.8 156.9 7 Domestic Agricultural... 222.6 225.3 225.5 221.5 222.1 213.1 1634 income 

11 Import Commodities ... 168.7 168.7 168.7 168.3 168.0 167.5 157.5 12 Foodstuff 0.0... 207.1 208.5 208.4 206.6 207.3 203.5 169. h: 

17 Domestic Commodities 192.5 193.4 193.0 191.0 189.6 184.8 156.6 16 Raw Industrials... 166.3 166.3 165.9 164.9 163.1 160.5 148] More ' 
MOoOreo' 
expecte 

COMMODITY FUTURES INDEX SPOT COMMODITY INDEX aon 
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Averege 1924-26 equal 100 
1944 1943 1942 1941 1939 1938 1937 


igh cS 98.13 96.55 88.88 84.60 64.67 54.95 82.44 
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15 Commodities, December 31, 1931, equal 100 {tend 
Copyright by Moody's Investor Service new Cc 

1944 1943 1942 1941 1939 1938 193/}shares 

(pel Rae ety tt 252.5 249.8 239.0 219.0 172.3 152.9 228: preferr 
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(Continued from page 185) 





tials, their stock above average spec- 
ulative appeal. Obviously, the man- 
agements feel reasonably certain of 
earning adequate profits on the ad- 
ditional capitalization. 

In the air transport field, two com- 
panies, National Airlines and North- 
west Airlines earlier this year have 
sld common stock to strengthen 
their position preparatory to post- 
war expansion of commercial air 
waffic. National Airlines sold 113,333 
shares, proceeds of $1.55 million to 
be added to working capital. North- 
west Airlines issued 117,460 new 
shares; the $1.87 million thus ob- 
tained to be used for general cor- 
porate purposes, including acquisi- 
tion of new flying equipment. Giving 
efect to this financing, capitalization 
of the latter consists of 352,800 shares 
of common; there is no funded debt 
or preferred stock. Capitalization of 
National Airlines, one of the smaller 
air transport units, consists of 500,- 
000 shares of $1 par common. Fur- 
ther statistical data appear in the 
appended table. 

Airline stocks are highly specula- 
tive and selling around their all-time 
peaks; though their future is inter- 
esting, it is also somewhat obscure. 
None of them can be considered as 
anything but a distinctly long-term 
speculation. Growth prospects are ob- 
vious but it may be a long time until 
they will be translated into terms of 


jo IMfrising earnings since much of future 
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income will have to be used for pur- 
chase of badly needed equipment. 
Moreover, keen competition must be 
expected after the war. In the case of 
National Airlines, recent price ad- 
vances of the stock go far towards 
discounting profit possibilities and 
speculative appeal is therefore below 
average. Northwest Airlines has 
greater potentials and the company 
will probably join the ranks of trans- 
continental air carriers, planning for 
its post-war expansion a 30,000-mile 
network of domestic and interna- 
tional air routes. The stock has con- 
siderable speculative appeal but is 
high-priced in relation to current 
and prospective earnings. 

An interesting though highly spec- 
ative situation is presented by 
Aeronca Aircraft Corporation which 
intends to market 25,000 shares of 
hew common in addition to 75,000 
shares of $10 cumulative convertible 
preferred stock, the estimated com- 
bined proceeds of $725,000 to be 
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used for acquisition of additional 
manufacturing facilities and working 
capital. At present, only 132,000 
shares of common are outstanding. 

Originally, the company built light 
planes for non-military flying and 
flight instruction. Since 1942, it made 
military and other planes for the 
Government, including liaison and 
training planes, and gliders. It now 
has ambitious post-war plans, with 
post-war models fully designed and 
ready for production. The manage- 
ment intends to introduce a two- 
place side-by-side plane with parts 
interchangeable with a_ two-place 
tandem plane, both in the minimum 
price class. A faster low-wing plane 
and a four-place family plane are 
also on the drawing boards; both will 
be in a slightly higher price bracket. 

Prior to 1939, the company pro- 
duced a series of deficits and subse- 
quently reported small earnings as 
operations expanded in the wake of 
war. Last year’s net was 7gc a share 
against $1.12 in 1942. Finances are 
somewhat restricted with net work- 
ing capital amounting to $443,556. 
No dividend has so far been paid on 
the common. Needless to say, the 
stock, which sells around 4/4 and is 
traded over the counter, is highly 
speculative as evidenced by the $10 
dividend rate contemplated for the 
forthcoming preferred stock issue. It 
is, in short, a radical speculation on 
the growth potentials of civilian fly- 
ing after the war, with the company 
ready to jump the gun as soon as 
conditions permit 

Rheem Manufacturing Co., an up- 
and-coming enterprise with growing 
diversification of production late last 
year sold 230,000 shares of new com- 
mon; proceeds of $2.64 million was 
added to working capital. Last June, 
it sold $2 million debentures to re- 
tire old debentures and some bank 
loans. Capitalization now consists of 
643,070 shares of common, 24,204 
6% preferred shares, 80,000 5% pre- 
ferred shares and funded debt of 
61.65 million. Rheem is a sizable 
company with nine plants, making 
numerous articles from sheet steel 


such as pails, barrels, drums, tanks ° 


and a line of household and general 
utility products. In May it acquired 
an interest in Platt-LePage Aircraft 
Co., a maker of helicopters. Earlier, 
Rheem acquired the business of Sto- 
kermatic Co. of Salt Lake City, 
makers of automatic coal stokers and 
stoker-fired water heaters and fur- 
naces. 

Past earnings, while varying, have 
been fairly good and a $1 dividend 
was paid on the common since 1939. 
1948 net was $1.82 per share against 
g2c in 1942. Net working capital is 





NOTE—From time to time, in this space, 
there will appear an advertisement which we 
hope will be of interest to our fellow Ameri- 
cans. This is number twenty-eight of a series. 
ScHENLEY Distitters Corp., New York 


Women at Work 


I think that all of us are aware of 
the part that the women are playing 
in industry in these busy days. When 
the figures are revealed, most of us 
are quite astounded to learn that 
there are 6,300,000 more women em- 
ployed this year than three years ago 
—in 1940. In 1940 there were 10,800,- 
000 working women, and in 1943 that 
figure jumped to 17,100,000. One 
might almost be pardoned for para- 
phrasing an old saw, “It’s the woman 
who pays” to—‘“It’s the woman who 
gets paid.” 

Of course, this big increase in the 
employment of women is largely the 
result of about 10,000,000 men chang- 
ing their civilian clothes to army and 
navy uniforms. And these women are 
doing a swell job, just as they are 
nobly backing up the war effort in 
the countries of our Allies. 


And, while we are on this subject 
there are some other interesting 
figures. The Chairman of the Repub- 
lican National Committee was re- 
cently quoted as saying, “Women cast 
45% of the 1942 vote, and indications 
are they will be on a 50-50 basis with 
men in votes cast in 1944.” And why 
not? They labored for many years to 
get the right to vote; they are doing 
man’s work now, many of them, and 
I dare say they are more conscious 
than ever, today, of the responsibility 
that accompanies the right of fran- 
chise. 

I think, when time has healed the 
wounds of heart and flesh, America 
will be better off for having had its 
women step out of the home into 
other fields, during a temporary 
emergency period, to gain a realistic 
perspective of what has always been 
considered, exclusively, a man’s 
world. Let’s hope that it won’t be 
long before the job at hand is finished 
so that these emergency-period- 
women-workers can again begin to 
practice their main line—homemak- 
ing. 

And, we, in industry, must see to it 
that our boys, who return from the 
war, will be able to provide ample 
means to maintain the homes to 
which they return, without the 
necessity of their women-folk assist- 
ing in providing the necessities of 
life. Men want their women in the 
home ... they're so nice to come home 


to. 
MARK MERIT 


Salute! 
of ScHENLEY DISTILLERS Corp. 


FREE—Send a postcard or letter to Schenley 
Distillers Corp., 350 Fifth Ave. N. Y. 1, 
N. Y. and you will receive a booklet con- 
taining reprints of earlier articles on vari- 
ous subjects in this series. 


207 








REPRESENTATIVES IN THE PRINCIPAL CITIES OF THE UNITED STATES 


Prospectus on request from Principal Underwriter 


INVESTORS SYNDICATE 


MINNEAPOLIS, MINNESOTA , 











$5.52 million, and book value per 
share comes to $10.65. Finances are 
adequate despite recent outlays for 
acquisitions. At 1714, the common 
sells about ten times earnings; the 
year’s high was 1814 as against pre- 
vious high of 1934 in 1940. Recent 
diversification and aggressive man- 
agement policies point to marked 
growth potentials in the post-war 
era. On this basis, though specula- 
tive, the stock merits consideration. 





Allied Stores versus Feder- 
ated Department Stores 





(Continued from page 197) 


Whatever the differences in oper- 
ating expenses, it is clear that with 
respect to ratio of expenses to sales 
the war-time trend has been more 
favorable for Allied Stores. Com- 
paring most recent annual state- 
ments, operating income was 11 per 
cent of sales, against 9.15 per cent 
for Federated, while net income was 
3.35 per cent of Allied sales, com- 
pared with only 2.51 per cent for 
Federated. 

There was very little difference 
between the two companies with 


respect to these ratios in the pre- 


war year 1939 (fiscal years ended 
January +31, 1940). Allied’s operat- 
ing profit margin of 4.34 per cent 
on sales was moderately lower than 
4-95 per cent figure for Federated, 
but ratio of net income to sales was 
a trifle better for Allied—3.06 per 
cent, against 3.03 per cent for the 
other company. 

There are nearly twice as many 
common shares of Allied Stores out- 
standing as of Federated Depart- 
ment Stores: 1,804,882 compared with 
974,622. It is ‘interesting to note 
that in the pre-war year the con- 
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solidated sales of the two companies 
were very nearly the same: roughly 
$112 million for Allied versus $110 
million for Federated. Due to larger 
common share capitalization, the 
1939 sales totals worked out to 
$61.70 per share for Allied, com- 
pared with $119.55 for Federated. 
For 1943, however, the comparable 
figures were $112.86 for Allied and 
$159.31 for the other company. 
Otherwise expressed, Allied’s sales 
per share of common increased by, 
roughly, 83 per cent during the 
war period, while those of Fed- 
erated expanded only by some 34 
per cent. In the pre-war year, per 
share sales volume for Allied was 
about 51 per cént as great as that 
of Federated but for 1943 was 70 
per cent as great. 

In view of greater leverage in 
sales fluctuation and in capitaliza- 
tion, it is no wonder that improve- 
ment in net income per common 
share has been far more spectacular 
in recent years for Allied than for 
Federated. The former earned $3.17 
per share in 1943, against only $1.26 
in 1939; while the smaller company 
reported $3.56 for 1943, compared 
with $3.10 in 1939. These changes 
represent a war-period gain of about 
151 per cent for Allied but less than 
15 per cent for the other company 
or only one-tenth as much percent 
agewise. In the pre-war year Allied’s 
net per share—expressed as a ratio 
of Federated’s common share earn- 
ings—was about 40 but for 1943 it 
was 89. 

It should be noted here that in 
earlier years both companies re- 
ported on the basis of fiscal years 
ended January 31, but that since 
1941 the pamphlet reports of Fed- 
erated Department Stores have been 
for fiscal years ended July 31. 
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Pamphlet report tor the 1944 fiscaj 
year—that is, year ended last Jul 
gi—has not been issued as this js 
written. Hence there are modes 
distortions in some of the previous]; 
cited statistical comparisons but they 
are not large enough to alter mate. 
rially the chief differences between 
the two companies insofar as they 
require consideration for an invest. 
ment appraisal. 

In an abbreviated preliminary re. 
port, Federated shows sales of $17 
millions for year ended July 31, up 
about 10 per cent from the previous 
year, while for the same _ twelve 
months Allied sales were up 14, 
per cent to $215 millions. For the 
period Allied netted $3.21 on it 


common, against $3.17 in comparf, 


able previous period; while Feder 
ated net per share dipped to $3.59 
from $3.56. For six months ended 
July 31, Allied netted $1.43 pe 
share against $1.38 in prior compar 
able period, while for Federated i 
was $1.40 against $1.43. 

The comparative statistical table 
will show a stronger over-all balance 
sheet position for Federated - 
for Allied, though here again—since 
Federated’s pamphlet report for the 
year ended last July 31 has not yet 
been released—we are comparing its 
figures of July 31, 1943, with those 
of Allied as of January 31 this year. 
It is improbable, however, that the 
comparisons are significantly dis 
torted. For instance, in current ra 
tios they show much the same 
relationships for 1943 as for 1939- 
that for Federated being 5.2 against 
5-7 in 1939; that for Allied being 
3.6 against 3.7 in 1939. 

Current assets of Allied shown in 
the table were about $57.9 millions, 
including cash and marketable se 
curities of $15 million and inven: 
tories of $28 million; while curren! 
liabilities were $15.8 millions, leav- 
ing net working capital of $42 mil 
lion. After allowing for prior obli 
gations, there is no net working 
capital per common share for Allied, 
but book value is shown at $17.7 
per share, against $9.48 in 1939. 

For Federated current assets wert 
$41 million, inclusive of $13.2 mil} 
lions cash and marketable secur! 
ties and $18.2 million inventories 
while current liabilities were $7.5 
million, leaving net working capital 
of $33.2 million. With allowance 
for prior obligations, there is nef 
working capital of $10.97 per shart 
on this stock, against $5.69 in 1939, 
while book value is $33.08 compare 
with $27.60 in 1939. 

Federated common shares at 
vanced from 1942 bear market low 
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As American industry knows, the 
war has increased the population 
and accelerated the tempo of in- 
dustry in the West and Southwest. 

Perhaps your company is even 
now eyeing one or more of the 
western or southwestern states with 
aview to moving ‘“‘out where new 
industrial history begins” in peace- 
time. 

Along the Santa Fe from Chicago 
to California, from Denver to the 


Serving 12 Western and 


1944 
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Gulf of Mexico, there are numerous 
industrial sites available which 
offer splendid “Western” opportu- 
nities for the expansion of Ameri- 
can enterprise. 

Santa Fe, working closely with 
the Chambers of Commerce in the 
West and Southwest, has at its 
fingertips vital information with 
respect to available sites, raw 
materials and taxes, employment 
conditions, factory facilities, power, 


SANTA FE SYSTEM LINES 


Southwestern States 


climate, housing, schools, trans- 
portation and many other consid- 
erations. 


If you want the facts about indus- 
trial sites anywhere in Santa Fe 
Land, we are eager to serve you. 
Just write J. J. Grogan, Vice 
President, Santa Fe System Lines, 
Chicago 4, Illinois; or contact the 
nearest Santa Fe Traffic Office. 
















DIVIDEND NOTICES 











THE TEXAS COMPANY 


169th Consecutive Dividend paid 
by The Texas Company and its 
predecessor. 











A dividend of 50¢ per share or two pet 
cent on par value, and an extra dividend 
of 50¢ per share or two per cent on par 
value, was declared October 27, 1944 on 
the shares of The Texas Company, pay- 
able respectively on January 2, 1945 and 
December 15, 1944, to stockholders of 
record as shown by the books of the 
company at the close of business on 
November 24, 1944. The stock transfer 
books will remain open. 
L. H. LINDEMAN 
Treasurer 
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etS COLUMBIAN 
CARBON COMPANY 


Ninety-Second Consecutive 
Quarterly Dividend 
The Directors of Columbian Carbon 
Company have declared a regular 
quarterly dividend of $1.00 per share, 
payable December 9, 1944, to stock- 
holders of record November 24, 1944, 


at3 P.M. 
GEORGE L. BUBB 
Treasurer 





SOUTHERN PACIFIC COMPANY 
DIVIDEND NO. 108 
A QUARTERLY DIVIDEND of Seventy-five 
Cents ($.75)per share on the Common Stock of 
this Company has been declared payable at the 
Treasurer’s Office, No. 165 Broadway, New York 
6, N. Y., on Tuesday, December 19, 1944, to 
stockholders of record at three o’clock P. M. on 
Monday, November 27, 1944. The stock transfer 
books will not be closed for the payment of this 
dividend. J. A. SIMPSON, Treasurer. 
New York, N. Y., November 16, 1944. 


CONTINENTAL 
CAN COMPANY, Inc. 


The year end dividend of twenty-five 
cents (25¢) per share on the common 
stock of this Company has been declared 
payable December 15, 1944, to stock- 
holders of record at the close of business 
November 25, 1944. Books will not close. 


SHERLOCK McKEWEN, Treasurer. 








QCF. 


AMERICAN CAR AND FOUNDRY 
COMPANY 
30 CHURCH STREET 
New York 8, N. Y. 


There has been declared, out of the earnings 
of the fiscal year now current, a dividend of 
one and three-quarters per cent (134%) on 
the preferred capital stock of this Company, 
payable December 21, 1944 to the holders 
of record of said stock at the close of busi- 
ness November 30, 1944. 


Transfer books will not be closed. Checks 
will be mailed by Guaranty Trust Company 
of New York. 
CHARLES J. HARDY, Chairman 
Howarp C. Wick, Secretary 
Nevember 16, 1944 


“CANADA DRY” 


Dividend Notice 


At the meeting of the Board of Directors of 
Canada Dry Ginger Ale, Incorporated, a Del- 
aware Corporation, held October 31, 1944, a 
dividend of twenty-five cents (25¢) per share 
on the common stock was declared, payable 
December 7, 1944, to stockholders of record 
at the close of business, November 22, 1944. 
Wm. J. WILLIAMS, Secretary 














TEXAS GULF SULPHUR COMPANY 


The Board of Directors has declared a dividend of 50 
cents per share and an additional dividend 5 
per share on the Company’s capital stock, payable 
December 15, 1944, to ir i of record at the close 





of business November 27, 1944, 
H. F. J. KNOBLOCH, Treasurer 





The New York Central Railroad Co. 


New York, November 8, 1944. 

A dividend of One Dollar ($1.00) per share on the 

capital stock of this Company has been declared payable 

January 15, 1945, at the Office of the Treasurer, 466 

Lexington Avenue, New York 17, N.Y., to stockholders 
of record at the close of business November 25, 44 

GUSTAVE H. HOWE, Treasurer 





The Western Union Telegraph Co. 
DIVIDEND NO. 271 
A dividend of 50 cents a share on the Class A 
stock of this company has been declared, payable 
December 15, 1944, to stockholders of record at 
the close of business on November 24, 1944. 
G. K. HUNTINGTON, 

November 14, 1944. Treasurer. 


UNDERWOOD ELLIOTT FISHER COMPANY 


The Board of Directors at a meeting held November 9, 
1944, declared a dividend for the fourth quarter of the 
year 1944 of $1.00 a share on the common stock of 
Underwood Elliott Fisher Company, payable December 8, 
1944, to stockholders of record at the close of business 
November 24, 1944. Transfer books will not be closed. 


C. S. DUNCAN, Treasurer. 




















of 117% to recovery high of go this 
year, recent price having been 29l4. 
It paid a dividend of $1.521% in 1943 
and probably will stand on $1.50 al- 
ready paid in the present calendar 
year, thus yielding about 5.12 per 
cent on recent price. Its longer-term 
dividend record is much superior to 
that of Allied, dividends for the five 
pre-war years having averaged $1.45 
against 4 cents for the larger com- 
pany. 

Allied . common advanced from 
1942 bear market low of 4 to re- 
covery high of g2 during the past 
summer, recent price being 21. It 
paid 60 cents in dividends last year, 
$1 this year, yield offered by the lat- 
ter being about 4.76 per cent. 
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It seems improbable that retail 
trade will shrink back to pre-war 
levels within any foreseeable period 
ahead. If we attain reasonably full 
and stable employment after the 
war, Allied Stores should retain 
much of its war-time yain in over- 
all position and earning power and 
would not again compare as unfavor- 
ably with Federated as it did before 
the war. It is not exteremely priced 
on this possibility or on current earn- 
ings, but it should be realized that 
it is much the more speculative of 
the two stocks, that leverage would 
work against it during any reaction 
in trade, that it has had a relatively 
more extended advance than Fed- 
erated from the last major lows, and 


. with earnings and previous indivi 

















that in a market set-back it prob. 
ably would have a greater percen- 
tage decline than the other stock, 
Some of its stores in war-boomed 
industrial areas will of course have 
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a big volume shrinkage. Reflecting fly will : 
greater stability and a stronger bal- pility aft 
ance sheet, Federated customarily } unsati 
pays out in dividends a substantially fr a tim 
larger share of earnings than does fos of 1 
Allied but in comparison with many fpmpanie 
retailing stocks, the percentage for finds (1 






both shown in the table seems some. 
what on the low side. 

It would seem prudent, if one 
likes either of these stocks for spec- 
ulative-investment, to confine pur- 
chases to periods of reaction. 


pease) 
yainst F 
rvative 
stances. 
nies ar 
ral rule. 
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What Dividends Can You bred to « 
Look For? aps not 

specially 

eee ven bui 
(Continued from page 199) me pay) 
considerably and there was, in 1943, lis Cha 


an inclination to maintain dividend semel} 
rates despite well maintained or ris. [42 Pal 
ing earnings. Dividend stability in 943, of 
most cases is indicated for the fu- fe latte 
ture. igher th 

We find in our sample very few}! anythi 
cases where disbursements exceeded }ttter p 
net earnings, and these represent fockhold 
special situations. It occurred with ly ver 
Corn Products Refining and Inger- fects ahe 
soll Rand in 1942, in both instances 
reflecting dividend maintenance in 


the face of restricted earnings due flow to 
to special difficulties, such as inter- | Taxes 
ference with operations for lack ol 
adequate corn supplies in the former 

case and conversion difficulties in the 

latter. In both instances, excess pav- (Con 
ments were extremely small, how-| ~ 
ever. Investo 


The wide divergence of the ratio }membe: 
of the textile industry between 1942 fdividua 
and pre-war reflects the improvement fways be 
this industry has undergone under furities 
the stimulus of heavy war orders. Be-f both 
fore the war, the excess of disburse-fks men 
ments over net earnings was enor fancier 
mous (mostly due to preferred divi-fiota of 
dend requirements) but now, as infu have 
the case of American Woolen, divi-ft in th 
dend payments come to only 50:60% fis of ri 
of net. Further trends depend en-fiinent c 
tirely on the course of future net. es 

Trade companies, with the ex-fe. No 
ception of department stores, on the} the far 
whole paid higher dividends, per-fent wil 
centagewise, than before the warihde a st 
this of course reflected the boom con-bht late: 
ditions in retail trade. Having n0for choi 
reconversion or other problem olfgood st 
consequence, they will conceivablyfice. Bi 
continue payments closely in linefiticism 
your n 
dual policies. Second, 

Among the best paying industriesfth losse 
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re the tobacco companies though 
erage War-time ratios did not quite 
patch the pre-war figure of 84%. 
eel companies paid out high per- 
tages of earnings which presuma- 
y will make for less dividend sta- 
ility after the war, should unstable 
r unsatisfactory conditions prevail 
pra time. The lower war-time ra- 
jos Of machinery and equipment 
mpanies reflect not smaller divi- 
ends (these were frequently in- 
peased) but greatly expanded net 
yainst pre-war and relatively con- 
rvative dividend policies in most 
stances. ‘The great electrical com- 
nies are an exception to this gen- 
ral rule. Post-war dividend policy 
{the machinery and equipment in- 
wstry will as always be closely re- 
hted to earnings but for a time per- 
aps Not quite as closely as formerly, 
pecially in cases where assets have 
yen built up. Conservative war- 
me payments should furnish clues. 
lis Chalmers, for instance, though 
xtremely active and prosperous, in 
yz paid only 30%, and 28% in 
43, Of net income reported, and 
te latter in 1943 was about 30% 
igher than in the preceding year. 
{ anything, this should argue for 
xtter post-war treatment of the 
jockholder, what with the admit- 
dly very favorable business pros- 
ects ahead in the company’s line. 





od to Minimize This Year's 
Taxes Through Security 
Adjustments 





(Continued from page 187) 


Investors with losses should always 
member two things. First, the 
dividual does not live who can 
ways be right in his selections of 
curities or his timing of purchases. 
} both respects the keenest busi- 
ks men and the most successful 
hanciers have always made their 
wota of wrong calculations. If 
[' have made mistakes, take com- 
tt in the thought that you have 
is of respectable company—even 
nent company. It will help you 
maintain an intelligent perspec- 
ic No one with any knowledge 
the far from easy art of invest- 
ent will blame you for having 
ade a stock selection which hind- 
tht later reveals to have been a 
bor choice, or for having bought 
good stock at an overly inflated 
ice. But you do merit valid 
fticism if you insist in clinging 
your mistakes. 

Second, a policy of sitting tight 
th losses will prove in a goodly 
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percentage of instances to be ex- 
pensive in dollars and cents. Often 
the loss grows larger, rather than 
smaller, with passing time. Whether 
it gets larger or remains static, you 
are prevented from seeking more 
advantageous employment for the 
frozen capital involved; and you 
have an out-of-pocket cost to the 
extent that you pass up the tax 
saving which would be obtained 
by deduction of a net capital loss 
from your ordinary taxable income. 


higher the tax rates, the more impor- 
tant become the tax savings available 
through readjustment of security 











This is under no circumstances to be construed as an offering of these Securities for sale, or 
as an offer to buy, or as a solicitation of an offer to buy, any of such Securities. 
The offer is made only by means of the Prospectus. 


$48,000,000 


Central New York Power 
Corporation 


General Mortgage Bonds, 3% Series due 1974 


Dated October 1, 1944 Due October 1, 1974 


Price 103% and accrued interest 


Copies of the Prospectus may be obtained from only such of the undersigned 
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securities laws of the respective States. 
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holdings. From the tax angle, long- 
term capital gains are far more im- 
portant to the investor than ever 
before, while dividend income is 
much less valuable than in former 
years because of the greatly increased 
percentage that must be given up in 
orinary income tax. The latter 
fact is another valid argument 
against sitting tight on losses. As- 
suming that the stocks in which 
one has losses pay dividends, the net 
vield is considerably less than for- 
merly and hence is a less influential 
reason, or excuse, for continued re- 
tention than in earlier times. 
These observations on dividends 


It need hardly be said that the 
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Rise Ahead for 
COPPER 
STOCKS? 


Ar copper stocks in a buying 
range? Most issues in this de- 
flated group have fluctuated in a nar- 
row range for the past three years, de- 
pressed by fears of an over-supply of 
metal at the War's end. Do indicated 
record peacetime demand for copper 
and the Government plan for holding 
excess supplies off the market justify 
substantially higher prices for copper 
stocks now selling to yield 7% to 8%? 


12 Issues Reviewed 


Current UNITED OPINION Re 
port analyzes the outlook for the Cop- 
per Industry and reviews, with chart 
studies, 12 Leading Mining Issues, 
with definite market advice. 

For a copy of this timely bulletin 


Send for Bulletin MW-36 
NITED BUSINESS SERVICE 


esas Vg Boston 16, Mass. 








versus long-term capital gains are 
pertinent to smaller investors as well 
as to the well-to-do. For instance, 
if the investor is in the go per cent 
tax bracket, out of $100 of dividend 
income there would be $30 taken in 
taxes, but out of $100 of long-term 
capital gain only $15 would have 
to be paid in taxes since only 50 per 
cent of the gain is taken into ac- 
count for tax purposes. 

Many people are still confused as 
to whether the maximum tax rate on 
long-term capital gains is 25 per cent 
or 50 per cent. The effective top 
rate is 25 per cent of one’s total 
long-term capital gain but for tax 
calculation only 50 per cent of the 
net long-term gain is taken in ac- 
count and the rate is 50 per cent 
on that sum. Whether or not it is 
advantageous to use this option de- 
pends on the individual’s tax 
bracket. If a tax rate of less than 
50 per cent is applicable to taxable 
income, including in the latter one- 
half of net long-term capital gain, 
there is obvious advantage in includ- 
ing the capital gain in ordinary in- 
come since, under the other option, 
the rate on the taxable portion of 
net capital gain is 50 per cent. 

It is appropriate to remind you 
again that all such “reasonable’”’ in- 
vestment expenses as investment ad- 
visory fees, cutodian fees, postage, 
insurance charges, accountants’ fees, 
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expenses incurred in the adminis- 
tration of estates, etc., are deductible 
from gross income for tax purposes. 
Moreover these provisions are re- 
troactive to “open” tax years subse- 
quent to 1938, which means that 
investors can not only deduct such 
expenses this year but also claim 
tax refunds to the extent of such 
investment expenses in 1941, 1942 
and 1943 if the option was over- 
looked in those years. 

There are many other aspects of 
this subject of tax savings through 
shifts in security holdings, mostly 
more complicated than those dealt 
with here. We forego discussion of 
them both for space reasons and be- 
cause the possible adjustments that 
we have sketched will amply suffice 
for the purposes of the great major- 
ity of investors. 

In conclusion it is perhaps desir- 
able to pose the question: What are 
the prospects for more favorable 
tax treatment of capital gains next 
year or after defeat of both Ger- 
many and Japan? Also the further 
question: Assuming the tax may in 
time be lowered or even elimin- 
ated, should this influence investors 
against making tax-sales or tax- 
switches in these remaining weeks 
of 1944? 

Unfortunately, from the present 
limited perspective, nobody can 
give more than a very highly con- 
jectural answer to the first question. 
In fact, nobody can do more than 
guess at it. It is reported that there 
has been some sentiment in Con- 
gress for a reduction on the reason- 
ing that, since the change from the 
previous system to the present more 
workable capital gains tax resulted 
in a substantially increased Treas- 
ury revenue, a further easing of the 
tax would increase its yield still 
more. On the other hand, the Ad 
ministration — and especially the 
Treasury—have either been opposed 
to further reduction or have been 
“lukewarm” on the subject; and it 
must be said that, at the least, the 
outcome of the election is not cal- 
culated to weaken the Administra- 
tion’s influence with Congress on 
tax matters. 

It should also be noted that the 
tax revision proposals sponsored by 
various business groups in most in- 
stances either ignore the capital 
gains tax or avoid suggesting re- 
duction or elimination on the rea- 
soning—either stated or implied— 
that these business groups do not 
regard the present gains tax as a 
serious barrier to productive capital 
investment. 

In the writer’s opinion, there is 
not much chance the tax will be 
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COMPANY, LIMITED 





Ly bod Notice to Shareholders and the Holders 
herefy 


of Share Warrants 
(TICE is hereby given that a semi-annual dividend 
he per share in Canadian Currency, has been de- 
pi, and that the same will be payable on or after 
jst day of December, 1944, in respect to the shares 
ified in any Bearer Share Warrants of the Company 
pe 1929 issue upon presentation and delivery of cou- 
No. 62 at:— 
THE ROYAL BANK OF CANADA 
King and Church Streets Branch, 
Toronto, Canada. 

bh payment to Shareholders of record at the close 

wsiness On the 15th day of November, 1944, and 
ve ma shares are represented by registered Certificates of 
Capif 1929 issue, will be made by cheque, mailed from 

ofiees of the Company on the 30th day of Novem- 
the eg wis. 
or transfer books will be closed from the 16th day 
orma ember, to the Ist day of December, 1944, inclusive, 
e meg” Bearer Share Warrants will be ‘‘split’’ during 


period. 
> ACV income Tax Act of the Dominion of Canada pro- 
chang, 


that a tax of 15% shall be imposed and deducted 
: source on all dividends payable by Canadian 
frozel ts to non-residents of Canada. The tax will be de- 
ji from all dividend cheques mailed to non-resident 
C tO Bilders and the Company’s Bankers will deduct 
-ofitah lat when paying coupons to or for account of non- 
sot shareholders. Ownership Certificates must ac- 
P to nae " a coupons presented for payment by 
bits of Canada. 

EXCCiueholders resident in the United States are advised 
cent iqredit for the Canadian tax withheld at source is 

ble against the tax shown on their United States 
stock pil Income Tax return, In order to claim such credit 
t-taki mera States tax authorities require evidence of the 
tim of said tax, for which purpose Ownership Cer- 
were | es (Form No, 601) must be completed in duplicate 

the Bank cashing the coupons will endorse both 
be W@# with a certificate relative to the deduction and 
r all a of the tax and return one Certificate to the 

Polder. If Forms No. 601 are not available at local 

orofit Hi States banks, they can be secured from the 
; iny’s office or the Royal Bank of Canada, Toronto, 
any jer existing Canadian Regulations: 
also ——— of this dividend to residents of enemy 
hey occupied countries is prohibited, 
Payment thereof to residents of other portions of 
mental Europe or of China is prohibited but such 
pats may direct the deposit to their credit in a 
lian Bank of all amounts payable to them, 
Other non-residents of Canada may convert this 
bad at current Canadian Foreign Exchange Con- 
fates into such foreign currencies as are permitted 
—————® General Regulations of the Canadian Foreign Ex- 
¢ Control Board. Such conversion can only be 
65) d through an Authorized Dealer i.e. a Canadian 
h of any Canadian Chartered Bank. 

, Heholders residing in the United States may con- 
WE Witte amount of the current dividend into United 
ex pet ew st the official Canadian Foreign Exchange 
4 rate by sending at their own risk and expense, 
1S bole. or dividend cheques properly endorsed, to 
Agency of The Royal Bank of Canada, 68 William 
New York City, which will accept them for col- 
DTOW f through an authorized dealer, or direct to any 


1 co ied dealer of the Canadian Foreign Exchange 
residing in countries other than the 


| Board. 

‘Brholders 
o hee Tl 
: States to whom payment is not Prohibited as 
1 to tH Mted, may convert the amount of the current 
id by sending at their own risk and expense 
’, or dividend cheques properly endorsed, to The 
Bank of Canada, King and Church Street Branch 
——_—f, Canada, or to any other authorized dealer or 
f Agency of The Royal Bank of Canada, 68 Wil- 
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° J. R. CLARKE, Secretary. 
10n di ee Street, Toronto 1, Canada, ae 
f abo ‘November, 1944 
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1 to P28, equivalent to less than one 
defiq dollars. The ordinary and 
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will probably total this year around 
Cr 8.5 billions, or about $425 mil- 
lions. The revenue from income 
taxes is increasing so much as a result 
of mounting national income that it 
will cover this year over two-thirds 
of total expenditures. 





Where Post-War Jobs? 
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matter. If we attain total employ- 
ment of 55,000,000 persons and if the 
occupational distribution were the 
same as in 1940, it has been esti- 
mated by the Brookings Institution 
that trade, distribution and finance 
would account for an increment of 
about 1,300,000 in, jobs. But it does 
not believe the distribution of 1940 
will obtain in this category and hence 
allows for a more modest gain of 
500,000. The latter figure may well 
be a bit on the low side. It is, of 
course, impossible to make specific 
estimates. Since only a 10 per cent 
increment over 1940 would amount 
to nearly 750,000 jobs, however, the 
possibilities are definitely on the 
hopeful side. 

Which brings us to the final occu- 
pational classification—and the one 
on which our largest hope must be 
pinned—: services and miscellaneous. 
These include hundreds of different 
occupations such as: teachers, librar- 
ians, museum workers, waiters, 
cooks, laundrymen, pressers, dyers, 
cleaners, elevator operators, domestic 
servants, advertising people, news- 
paper and magazine writers, radio 
announcers, physicians, dentists, 
nurses, lawyers, musicians, artists, 
photographers, auto service station 
employees, social service workers, 
ministers—and government employ- 
ees. This is but a fragmentary 
list. Taking only commercial service 
trades, you will be surprised to note 
how many varities are listed in the 
Classified Telephone Directory of 
any large city. A large percentage of 
your friends, neighbors and acquain- 
tances no doubt are in service occu- 
pations. 

This class of employment increased 
from 4,423,000 persons in 1900 to 
7,380,000 in 1920, 9,588,000 in 1930, 
10,837,000 in 1940 and about 13,- 
000,000 by the end of 1943. While 
governmental employment—Federal, 
state and local—has always represent- 
ed a very important portion of this 
total, the larger part of the long- 
term expansion from 1900 to 1940 
was in non-governmental jobs. For 
instance, in the eight New Deal years 
1933-1940 (the years in which we got 
used to Big Government at Washing- 
ton) service jobs increased by 2,073,- 








IMPERIAL OIL LIMITED 


Notice to Shareholders and the Holders 
of Share Warrants 


NOTICE is hereby given that a semi-annual dividend 
of 25c per share in Canadian currency has been de- 
clared, and that the same will be payable on or after 
the Ist day of December, 1944, in respect to the shares 
specified in any Bearer Share Warrants of the Com- 
pany of the 1929 issue upon presentation and delivery 
of coupons No, 62 at: 


THE ROYAL BANK OF CANADA 


King and Church Streets Branch, 
Toronto 1, Canada. 


The payment to Shareholders of record at the close of 
daaineae on the 16th day ot November, 1944, and whose 
shares are represented by Registered Certificates of the 
1929 issue, will be made by cheque, mailed from the 
oftices of the Company on the 30th day of November, 
¢ 
1 he Transter books will be closed from the 17th day 
of November to the 30th day of November, 1944, inclu- 
sive and no Bearer Share Warrants will be split 

ring tha period, 
aoe income Tax Act of the Dominion of Canada pro- 
vides that a tax of 15% shall be imposed and de- 
ducted at the source on all dividends payable by 
Canadian debtors to non-residents of Canada, The tax 
will be deducted from all dividend cheques mailed to non- 
resident shareholders and the Company’s Bankers will 
deduct the tax when paying coupons to or for accounts of 
non-resident shareholders, Ownership Certificates must 
accompany all dividend coupons presented for payment 
by residents of Canada. : : 

“Shareholders resident in the United States are ad- 
vised that a credit fur the Canadian tax withheld at 
source is allowable against the tax shown on their 
United States Federal Income Tax return. In order to 
claim such credit the United States tax authorities 
require evidence of the deduction of said tax, for which 
purpose Ownership Certificates (Form No. 601) must be 
completed in duplicate and the Bank gashing the coupons 
will endorse both copies with a Certificate relative to 
the deduction and payment of the tax and return one 
Certificate to the Shareholder. If forms No, 601 are 
not available at local United States banks, they can 
be secured from the Company’s office or The Royal 
Bank of Canada, Toronto. : 

Under existing Canadian Regulations: 

(a) Payment of this dividend to residents of enemy 
or enemy occupied countries is prohibited. 

(b) Payment thereof to residents of other portions of 
Continental Europe and China is prohibited but such 
residents may direct the deposit to their credit in 8 
Canadian Bank of all amounts payable to them. ’ 

(ec) Other non-residents of Canada may convert this 
dividend at current Canadian Foreign Exchange Control 
rates into such foreign currencies as are permitted by 
the General Regulations of the Canadian Foreign Ex- 
change Control Board. Such conversion can only be 
effected through an authorized dealer, i.e., a Canadian 
Branch of any Canadian Chartered Bank. 

Shareholders residing in the United States may con- 
vert the amount of the current dividend into United 
States currency at the official Canadian Foreign Ex- 
change Control rate by sending at their own risk and 
expense, coupons or dividend cheques properly en- 
dorsed, to The Agency of The Royal Bank of Canada, 
68 William Street, New York City, which will accept 
them for collection through an authorized dealer, or 
direct to any authorized dealer of the Canadian Foreign 
Exchange Control Board, 

Shareholders residing in countries other than the 
United States to whom payment is not prohibited as 
noted above may convert the amount of the current divi- 
dend by sending at their own risk and expense coupons, 
or dividend cheques properly endorsed, to The Royal 
Bank of Canada, King and Church Streets. Branch, 
Toronto, Canada, or to any other authorized dealer or 
to e Agency of The Royal Bank of Canada, 68 
William Street, New York City, U.S.A., with a request 
for a draft in such foreign currency as is permitted in 
settlement of same, but they should first satisfy them- 
selves that this action is not prohibited by the Foreign 
Exchange Control Regulations of the country in which 


they reside. 
IMPORTANT NOTICE 
Holders of Bearer Share Warrants, who have not yet 
secured new talons with dividend coupons numbered 61 
to 80 inclusive, are herebly notified that same are 
available, The talon only should be detached from the 
Bearer Share Warrants and presented at or forwarded to 
the Office of the Secretary, Imperial Oil Limited, 56 
Church Street, Toronto 1, Ontario, Canada, by regis- 
tered mail (with return address clearly indicated) when 
a new supply of coupons bearing the same serial num- 
ber as the Warrant from which the talon is detached, 
will be issued in exchange therefor. 
BY ORDER OF THE BOARD, 
J. A. NEW, 
General Secretary. 
56 Church Street, 
Toronto 1, Ontario. 
7th November, 1944. 


ooo, of which gain in governmental 
jobs accounted for only 684,000. 
However, the great bulk of the fur- 
ther increase of 2,163,000 jobs in 
1941-1943 was accounted for by in- 
crease in Federal employees, exclud- 
ing the military. 

The present Federal employment 
of around 3,000,000 persons has 
tripled during the war emergency 
and necessarily will shrink; but in 
the customary workings of govern- 
ment in this country it is not to be 
expected that the figure will return 
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Profit Opportunities in the Making 
for New Market Movements 


As you know, The Forecast accurately gauged the top of the last 
intermediate advance. 


Now our subscribers are in a most advantageous position . . . pre- 
pared to buy—at attractive levels—potential leaders and low-priced 
stocks for profits in coming victory markets. 


This is your opportunity—along with thut of our regular subscribers— 
to participate in the next recovery spiral. Out of such a situation— 
as a corrective phase runs its course—invariably the best possibil- 
ities for capital appreciation emerge. 


As a Forecast subscriber you would have the assurance of knowing 
that you would be advised what and when to buy and when to sell. 
You would follow a specialized program especially suited to your 
capital, wishes and objectives. 


Act Now to Capitalize on 
Next Important Market Move 


Enroll now to receive at this opportune time the complete and well- 
rounded service which The Forecast provides—a service geared to 
today's markets. 


There are two low-priced sections—one for short-term profits with 
stocks averaging under $10—and the other for longer term capital 
growth with stocks under $20. You will also receive our trading selec- 
tions—Dynamic Special Situations—and our Program for Income 
and Profit . . . to build an investment backlog. 


Our first step will be to survey your present securities and advise 
you what to hold . . . what to weed out... to place you in a 
sound position. You will be welcome to this extensive consultation 
at all times. 


We look forward to serving you and suggest that you mail the 
coupon below . . . today. 





FREE SERVICE TO JANUARY 1 








THE INVESTMENT AND BUSINESS FORECAST 


(Service to start at once but date from January 1, 1945) 


0) Airmail Your Bulletins To Me. 
(0 $1.60 for six months; a _— for 
one year in U. S. and Canada 


Your subscription shall not be assigned at 
any time without your consent, 








of The Magazine of Wall Street, 90 Broad Street, New York 4, N. Y. 
I enclose [) $45 for 6 months’ subscription; [) $75 for a year’s subscription. 
0 Telegraph me collect in anticipation of 
important market turning points .. . 
when to buy and when to sell. 
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List up to 12 of your securities for our initial 
analytical and advisory report. 





25% Profét 
Ne. American Nuiation 


Recommended at 9, North Ameri- 
can Aviation was closed out during 
the week ending November 11th at 
111, with 24 points profit or 25% 


appreciation, 


14314 points profit with only 11% 
points loss have been made avail- 
able through our advices closed out 
to date this year. Every program 
shows a profit. A few additional 
selections are given below: 


Points 
Profit 
ALLEGHANY CORP. 
fe ee, ee 12% 
AMERICAN BANK 
eee 10% 
AMERICAN 
WOOLEN, PF. .......... 12% 
ATLANTIC 
EE 6 bv is keseewees 5% 
CRANE 
|), ee 53 
ILL. CENT. C. 
ee | eee 15% 
MINNEAPOLIS 
MOLINE, PF. ..........12%4 
STUDEBAKER 
CORPORATION ......... 61/2 


The Essentials of Successful In- 

vestment—W hat and When to 

Buy and When to Sell — Are 
Provided by The Forecast 





Special Offer ! 


Complete service will start 
once but date from Jan. 

Subscriptions to The Foreca 
are deductible for tax purpose 
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to pre-war levels. It is probably con- 
srvative to figure that it will remain 
ai least 1,000,000 above 1940 in the 
early post-war years. 

The service occupations dependent 
on private enterprise are now in sub- 
stantial degree starved for labor. 
Many service enterprises owned by 
mall business men were closed for 
the duration, the owners taking war 
jobs. Scores of thousands of these 
will re-open, many requiring from 
one to several helpers. 

Then, too, military service must 
ve figured as a more or less perma- 
nent post-war occupation for far 
larger numbers than before. The per- 
onnel will change from year to year, 
but at a minimum probably at least 
500,000 men out of the labor force 
will be thus occupied annually as 
far ahead as can be foreseen, and 
his guess-estimate looks quite con- 
«rvative to the writer. Including 
fiuis figure, governmental service can 
x expected to account for an incre- 
ment of at least 2,000,000 jobs over 
ij40 and more likely for 2,500,000. 
Assuming active business conditions, 
itis not unreasonable to count on an 
increment of 1,000,000 in private ser- 
vice and miscellaneous jobs, as com- 
pared with 1940. This would be an 
increase moderately less than 10 per 
ent over actual 1940 figures. On the 
whole, then, it seems readily con- 
wivable that service and miscellane- 
ous Occupations, including the peace- 
ime defense establishment, will pro- 
ide some 3,000,000 to 3,500,000 more 
jobs than in 1940. 

Footing up the potentials cited for 
ach of the major occupational 
soups, I come out with a hypotheti- 
«al projection of from 7,650,000 to 
}150,000 more persons gainfully oc- 
upied in the early post-war years 
fhan had jobs in 1940. 

On this basis we ought to be able 
(0 avoid post-transition unemploy- 
ent exceeding 4,000,000 at least for 
h considerable time during the 
catching up” phase. Beyond that 
period nobody can now see. 








merican and Foreign Pow- 
er-Recapitalization Plan 
Analyzed 








(Continued from page 189) 


ared with 1.8 times before recapi- 
lization. Considering the improve- 
lent in the general set-up, including 
te reduction of short-term debt to 
$5,000,000, the change would not 
rem to reflect any great hardship 
n bondholders. 

The first preferred stocks advanced 
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moderately following the announce- 
ment of the plan, but the second pre- 
ferred, the common stock and the 
warrants have been unfavorably af- 
fected. However, present prices are 
still considerably out of line with 
the proposed exchange of securities 
under the tentative plan. Using 
the present market value (g1) for 
the debenture bonds, and using a 
hypothetical price of 30 for the new 
common stock (see above discus- 
sion), the results would work out 
about as follows, compared with 
present quotations: 


Approx. Est. Mkt. Value of 

Price “Package” Received 
$7 preferred 94 108 
$6 preferred 91 106 
end preferred 17 15 
Common 3 5 
Warrants 3/16 — 


If market prices are any criterion, 
there seems to be some expectation 
that junior stockholders will fare 
somewhat better in any possible re- 
vision of the plan, at the expense of 
the first preferred stockholders. This 
expectation does not seem very logi- 
cal in view of the large arrears on the 
first preferred—averaging over $68 a 
share—plus the fact that in liquida- 
tion it is entitled to $100 a share 
and dividends, ahead of the second 
preferred. Even if recent parent com- 
pany earnings should continue un- 
changed and were devoted entirely 
to paying off arrears on the first pre- 
ferred issues, it would take about 47 
years to clear them up (while pay- 
ing regular dividends in addition). 
Of course, with reasonable antici- 
pated improvement in earnings, this 
period might be greatly reduced. 
However, the prospect for dividends 
on the second preferred now seem 
fairly remote. 

The procedure of projecting fu- 
ture earnings and dividends on the 
two classes of preferred stock is great- 
ly complicated by the fact that Bond 
and Share owns some 84% of the 
second preferred (compared with a 
much smaller proportion of the first 
preferreds). The readjustment of 
equity interests as between Bond and 
Share and the public is a highly com- 
plex problem which cannot be care- 
fully analyzed in this article. One as- 
pect of the case is as follows: Using 
a price of g1 for the bonds and 30 
for the new common, market value 
of the new securities would be about 
$183,000,000 ($108,000,000 bonds 
and $75,000,000 stock). Of this ag- 
gregate amount, public security 
holders would own roughly two- 
thirds (in market value) and Bond 
and Share one-third. The new com- 
mon stock equity would represent 
more than $329,000,000 of cash paid 
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Every brilliant drop of Old 
Grand-Dad is fine bourbon at its 
glorious best. So treasure each 
bottle that comes your way 
during these times of shortages. 


We're doing our best to spread 
the available supply fairly. 


Olt 


KENTUCKY STRAIGHT BOURBON WHISKEY 
100 PROOF ¢ BOTTLED IN BOND 


Une taste will 






bell P agree why 


National Distillers Products Corporation, New Yor 
into Foreign Power's treasury, of 
which Bond and Share furnished 
about $262,000,000 (after comple- 
tion of the plan). Bond and Share’s 
total cash investment was about 
$280,000,000, and if the plan is con- 
summated, this would be worth (on 
the above assumptions) about $63,- 
000,000. Obviously then, Bond and 
Share is taking a very substantial cut 
in its stake. Public holders, with an 
estimated market value for their 
equity of $120,000,000 (based on the 
same assumed values) are also writing 
off a substantial loss in their original 
investment, but it would be difficult 
to determine the percentage of loss 
without a careful study of paid-in 
values during the 1920s. The ques- 
tion of interest and dividends paid 
also enters into the picture. 
Obviously, the SEC must be the 
final arbiter of the issues presented 
by the plan. While much spade-work 
may already have been done by the 
staff of the Utilities Division in col- 
laboration with Bond and Share, a 
considerable period of time may 
elapse before the findings will be- 
come available. After that, the Com- 
mission itself must make a final de- 
cision and this must be approved by 
a District Court—and possibly by 
higher courts on appeals. Thus, 
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judging from the rate of progress 
with other holding company cases, 
such as United Light & Power (now 
before the Supreme Court) and 
Standard Gas (the management’s 
plan has been revised three or four 
times, during lengthy proceedings 
before the SEC), it may be another 
year or so before final results are 
achieved. The SEC is short-handed 
due to the war and has a multitude 
of problems awaiting its attention. 

What about the future of Ameri- 
can & Foreign Power? The company’s 
business is quite well diversified. 
About 86% of revenues are from 
electric service, g% from transpor- 
tation, 3% from manufactured gas 
and small amounts from telephone, 
water, ice and other services. About 
one-quarter of revenues are obtained 
from Cuba, 21% from Brazil, 17% 
from Argentina, 11% each from 
Chile and Mexico, and smaller per- 
centages from other Latin American 
countries and India (the small Chi- 
nese investment, at Shanghai, is in 
Japanese hands). There have been 
some minor difficulties in Argentina 
due to political conditions, but these 
may be alleviated by the end of the 
European war. 

As stated above, the company’s 
greatest problem is that of foreign 
exchange rates. If 1943 gross rev- 
enues could be computed at the ex- 
change rates prevailing at the date of 
major property acquisitions, they 
would be about 90% above 1943 
revenues as actually reported. In 
other words, the system growth in 
revenues since 1929, amounting to 
about 114% on the basis of “origi- 
nal” exchange rates, has been cut to 
about 14% because of the decline in 
exchange rates. This explains the 
heavy losses which both Bond and 
Share and the public may be forced 
to recognize in the present plan. 

Future gains in American & For- 
eign Power earnings thus seem de- 
pendent mainly on two factors— (1) 
postwar recovery in certain Latin 
American exchange rates from pres- 
ent “pegged” levels, and (2) increase 
in the output and revenues of sub- 
sidiaries. It may be that Argentina 
Brazil and Chile will try to reestab- 
lish their exchange rates perma- 
nently around present levels. In the 
case of most South American coun- 
tries other than Argentina and Vene- 
zuela, the eventual readjustment of 
foreign bond issues may be an im- 
portant factor in determining ex- 
change values (Brazil has largely 
completed such a_ readjustment). 
Also, the views and policy of our 
State Department regarding Latin 
American finances may carry sub- 
stantial weight in future readjust- 
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ments of rates, in the removal of the 
exchange controls operative in re- 
cent years. Obviously, Washington 
must have agreed (tacitly or other- 
wise) to the maintenance of these 
controls during the wartime period. 





Bonds and Stocks 


(Continued from page 198) 





funding 514s Series “A” bonds, at 
102, and all of the 1st lien and re- 
funding 514s Series “B” bonds at 102, 
on January 15. Immediate payment 
will be made in both cases at Chase 
National Bank, New York. 





What We Can Expect From 
the New Congress 





(Continued from page 170) 


might settle for substantially en- 
larged lending—and guaranty—capa- 
city for the Import-Export Bank. On 
these matters the Roosevelt tactics 
are highly flexible, though the strat- 
egy is not. He is looking to Congres- 
sional debate on the Bretton Woods 
proposals—as well as to public opin- 
ion—to develop a national “senti- 
ment” on foreign lending which will 
permit making more specific plans. 

Everything having to do with for- 
eign lending—and collateral propo- 
sals tor tariff reduction—will come in 
for close scrutiny and extensive de- 
bate in Congress. The big trouble is 
that foreign loans can not ultimate- 
ly be serviced unless we buy from 
the debtor countries more goods 
and/or services than we sell to them. 
Many in Congress are fully aware of 
this and yet are most reluctant to 
make the adjustments, through tariff 
reductions and_ otherwise, which 
would permit debtors to have at 
least sufficient margin of trade ac- 
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count with us to meet continuing 
debt charges. How much will actu. 
ally be done seems to be awaiting a 
“jelling” of publicsentiment. Hence, 
firm forecast is not feasible. On the 
whole, however, it is probable that 
the political and military agree. 
ments will be more easily made and 
will be stronger, than the support. 
ing economic agreements having to 
do with foreign lending, trade, inter. 
national price and production con. 
trols, etc. On _ these problems- 
though it is not “isolationist’’—Con. 
gress remains somewhat more na 
tionalist, even provincial, in it 
philosophy than internationlist. 

The Administration will, as here. 
tofore, foster high wage levels an 
high farm prices; and in doing w 
will meet no effective opposition in 
the new Congress. However, it nov 
looks increasingly probable _ tha 
moves to put a higher floor under 
wage income will not take effect un- 
til after defeat of Germany. In due 
time you can look for the abandon. 
ment or modification of the “Littl 
Steel” formula and for higher hour 
ly wage rates, while price control 
are retained and corporate profit 
are somewhat squeezed. With the 
same objective of supporting pur 
chasing power, the wage-hour law 
probably will be revised to provide 
a minimum of at least 50 cents an 
hour, against present 40 cent 
Neither Congress nor the public a 
large shows much interest—or ur 
derstanding—of the economics in: 
volved. Hence there will be pressure 
making for higher unit costs of pro- 
duction which can only find event 
ual reflection either in higher price 
or retarded employment. As long a 
Congress favors a high farm pric 
policy—and it will continue to do 50 
—it can do no more than grumble 
over the Administration’s labor pol: 
icy, without altering it. Moreover. 
the individual members have com 
to have a healthy respect for 7 
political power of the unions bot 
in primaries and elections. 

Despite suspicion and distrust 0! 
the “sphere of influence” moves thai 
have been made by our ghief allie 
in eastern and western Europe, re 
spectively, so strong is the national 
desire for collective world organiza 
tion to prevent future wars that the 
new Congress—after protracted de 
bate on the Constitutional issues in: 
volved—probably will in whole, 0 
in major measure, accept the forma 
proposals that Mr. Roosevelt will 1! 
coming months submit. There scem 
to be growing sentiment in favor 0 
a Constitutional amendment to pet 
mit treaty ratification by simple ma 
jority vote. 
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Look Back—Before You Make 


YOUR NEXT 


INVESTMENT 















ODAY you must look ahead to vital war de- 

velopments, industrial reconversion and revision 
of our tax structure. Your securities will be af- 
fected. Your account should be re-appraised and 
adjusted for your protection and profit. 


But . . . before you take your next investment 
step, glance back at the first three New Deal terms, 
from March 3, 1933, the day before the first in- 
auguration of President Roosevelt, to November 7 
1944, when President Roosevelt was re-elected for 
the Fourth Term. 


If you had started this period with $50,000 
and kept these funds invested in average utility 
stocks—your capital would have grown to $58,745, 
since the Dow-Jones Public Utility Average ad- 
vanced 17.5%. 


- Had your $50,000 been placed in average rail- 
road stocks you would have seen it grow to $84,- 
675, with the advance of 69.3% in the Dow-Jones 
Railroad Average. 


.. Tf your funds were committed in average in- 
dustrial shares, your $50,000 would have expanded 
to $137,370 with the gain of 174.7% in the Dow- 


Jones Industrial Average. 


These accurate figures illustrate clearly the wide 
selectivity of New Deal markets. They show that 
discriminating counsel as to which securities to buy 
and sell can mean the difference between success 
and failure in your investments. This will be 
doubly true in 1945, 


In addition to choosing investments, expert super- 
vision can prove invaluable in timing your activities 
and adjusting your diversification. 

Observe what discriminating investors, whose se- 
curities are being handled by Investment Manage- 


ment Service, have stated. 


We received the following comment from an execu- 
tive of a leading cement company in lowa: “The 
changes which have been made have been ad- 
vantageous having both increased the income as 
well as having promoted the possibilities of appre- 
ciation in the account.” 

An executive of an eastern utility company stated: 
“T have absolute confidence in what you are doing. 
My investment return is meeting my iia peaiaiotes 
and allows some over for reinvestment. 

A result of our advice over the above period is seen 
in a letter received in October from an Illinois 
The President of our bank 
suggested to me that I write you and request that 


bank cashier who says: “ 


you submit your price for one year’s service, stating 
that his service had been very satisfactory.” We 
have handled that bank president’s personal in- 
vestments for over a decade. 


* * * 


Perhaps your next investment should be in our 
supervisory fee? to bring close personal supervision 
to every security you own. The one way to find 
out is to let us tell you how our Service would 
apply to your holdings and problems. We invite 
you to take advantage of the offer below. 





ITHOUT obligation on your part, 
tial, preliminary review of your portfolio if it exceeds $20,000 in value 


we offer to send you a confiden- 
—commenting 


frankly on its possibilities for capital growth, its income factor and its diversification. 


Your least favorable issues will be specified, with reasons for selling. 


Merely send us 


your list of holdings and objectives in as complete detail as you care to give. 
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New York 4, N. Y. 


Like Sunny Morning in your Glass! 


wonder, then, that SCHENLEY 


Reserve is such a favorite among finer 


i om will say many nice things about Small 
SCHENLEY Reserve. But one thing all 

who taste it agree upon: this fine, smooth whiskies. 
flavor is like morning sunshine in your You'll taste the proof of this in your 
so mellow and light ...a work first highball, your first Old Fashioned, 


gla 
.. each sunny amber drop a Manhattan, or Whiskey Sour .. . made 


of genius . 
glowing part of a magnificent whole. with SCHENLEY Reserve. 


SPEED THE Dawn OF ViCToRy. 


CONSERVE paper JJ | ae 
Yes, Victory comes wrapped in fl 2a. oi geil 
SCHENLEY 


paper! Make each piece s-t-r-e-t-c-h. 
Share newspapers and magazines. sine 


Accept simple wartime packaging. : 
Don’t ask stores to ‘‘wrap it’. CICWE 
Cena 


Scheniey Disiillers Corporation, New York City, 86 proof — sixty per cent grain neutral spirits 








